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Forward-Looking Statements

|

The followmg discussion contains “forward-looking statements.” Forward-looking statements éive our current
expectations or forecasts of future events. These statements can be identified by the fact that they do not relate
strictly to hlstqrzc or current facts. They use words such as “may,” “could,” *“will,” “continue,” “shc‘zuld,” “would,”
“anticipate, v ]
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‘estimate,” “expect,” “project,” “intend,” “plan,” “believe,” and other words and terms of similar
meaning in connection with any discussion of future operating or financial performance. In particular, these
forward-looki;‘zg statements include statements relating to future actions or the outcome of ﬁnanciézl results. From
time to time, we also may provide oral or written forward-looking statements in other materials released to the
public. Any or all of the forward-looking statements in this annual report and in any other public statements may
turn out to bq incorrect. They can be affected by inaccurate assumptions or by known or unknown risks and
uncertainties. |Consequently, no forward-looking statement can be guaranteed. Our actual results may differ

!

materially froin those stated or implied by such forward-looking statements. ]

i
i
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Factors that could cause our actual results to differ materially include, but are not limited zo:

. retentzon of our key personnel, particularly Mr. Millin, and our ability to attract and retain ?therpersonnel
crmcal to our business; ]

s our abllzz‘y to develop and introduce new products in a highly competitive marketplace and successfully
execute market expansion plans;

* the zmﬂact of competition within our markets, and our ability to compete against companzes‘ that are larger

and more well-established than we are, with significantly greater resources than us; ;
|
* our relzance on third parties for all of our product manufacturing requirements; !
* the Zoss of any of our significant customers, as our sales are concentrated among a relatively small number of

customers I

{

* claims \agamst us for infringement of intellectual property; |
: i

!

|
* our abzllty to repay the indebtedness and comply with the covenants under our seniorisecured credit
faczlmes and

l
|
|
i
i

* other chtors detailed in “Item IA. Risk Factors” below.

; !

New factors emerge from time to time, and it is not possible for us to predict all these factors nq‘]r can we assess
the impact of ihese factors on our business or the extent to which any factor or combination of fadtors may cause
actual resultsl to differ materially from those contained in any forward-looking statements. We undertake no
obligation to updare or revise any forward-looking statements, whether as a result of new mformatzan, future events
or otherwise. Given these risks and uncertainties, you should not place undue reliance on forward-looking
statements as a predlcnon of actual results. |
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As used in this report, the terms “we,” “our” “ours,” and “us” refer to Nextera Enterprises, Inc., a Delaware
corporation, or Nextera, and its wholly owned subsidiaries. In addition, the term “Woodridge” refers to Woodridge
Labs, Inc. for all periods prior to March 9, 2006, and to W Lab Acquisition Corp., or WLab, a wholly owned
subsidiary of Nextera, from and after March 9, 2006, unless the context indicates otherwise.

ITEM 1. BUSINESS
Overview

Nextera was formed in 1997 and had historically focusedion building a pbrtfolio of consulting companies
through muitiple acquisitions. Nextera formerly offered services in three practice areas: technology consulting,
human capital consulting, and economic consulting. Nextera exited the technology consulting business during the
latter half of 2001 and sold the human capital consulting business in January 2002. In November 2003, Nextera and
its direct and indirect subsidiaries sold substantially all of the assets used in their economic consulting business and,
as a result of such sale, we ceased to have business operations. Accordmgly, all results from our former consulting
operations have been classified as discontinued operations.

As part of our strategy to increase stockholder value throughf the acquisition of onejor more ongoing businesses
or operations, on March 9, 2006, Nextera’s wholly owned subsidiary WLab completed the purchase of substantially
all of the assets of Woodridge Labs, Inc., which transaction is ireferred to in this report as the Transaction. The
Woodridge business currently comprises our sole operating bu$iness. ‘

In connection with the acquisition of the Woodridge business on March 9, 2006, we entered into a Credit
Agreement, comprising a $10 million fully-drawn term loan and'a four-year $5 million revolving credit facility, of
which $3 million was drawn at the time of acquisition of the Woodridge business.

Overview of Woodridge

Woodridge is an independent developer and marketer of branded consumer products that offer simple,
effective solutions to niche personal care needs. Since its formation in 1996, Woodridge has built its reputation and
market position by identifying and exploiting underdeveloped opportunities within the personal care market, and by
commercializing distinctive, branded products that are intended'to directly address the specific demands of niche
applications. In addition to its flagship Vita-K Solution product line, Woodridge has ;‘created a portfolio of other
existing and development-stage consumer products, covering a wide range of uses and applications.

Woodridge’s products are marketed at retail under the follo{)ving core brands: Vita-K Solution®, DermaFreeze
365™, Bath Lounge™, Psssssst®, Stoppers-4®, Vita-C2™, Firnlinol-10® and TurboShave®. With its portfolio of
products, Woodridge offers consumers affordable alternatives to expensive dermatologist treatments, while also
offering retailers profitable and in-demand products. Woodridge products can currently be found in over 21,000
retail locations across the U.S. and Canada. For the fiscal year ended December 31, 2005, Woodridge’s top
customers included Walgreens, CVS, Rite-Aid and Albertson’s (including Savon pharmacy).

Woodridge was founded in 1996 by Joseph Millin and Scott- Weiss in Van Nuys, California. Mr. Millin has over
20 years of sales and product development experience in the personal care industry, havmg previously served in
various senior management and operational positions with CCA Industries, Inc., Freeman Cosmetic Corp., and
Cosmania, Inc. Mr. Weiss has over 20 years of experience as an operatmg executive and practicing certified public
accountant. ‘

All of Woodridge’s manufacturing, production and onsite assembly is presently outsourced to third parties,
allowing Woodridge to focus on its core strength of discovering, developing and marketing niche personal care
products. Most of Woodridge’s material warehousing and distribution functions are handled in-house and super-
vised by Woodridge management. ‘




Products |

Woodridée has developed a diverse portfolio of products, sold under a variety of brands. Each broduct seeks to
provide a symptom specific solution to a common skin or other personal care condition. Woodridge management
believes that rhe success of its products can be attributed to (i) their effectiveness in delivering the desrred benefits,
(i) the Value‘ proposition offered to consumers based on the products’ quality and price pomt and (iii) the
attractlveness of their packaging.

Woodrldge s major brands are described below:
| :
Vita-K Solution ;

Vita-K Solutlon is marketed as a line of symptom-specific products that utilize vitamin K to provxde cosmetic
remedies. Since its retail launch in 1998, the Vita-K Solution brand continues to be Woodridge’s toptselling product
line with the greatest number of individual products. For the 52-week period ending December 2;5, 2005, Vita-K
Solution was,the top brand in the Fade/Bleach segment within the drugstore retail channel (ds measured by
Information Resources, Inc., or IRI), ranked by dollar sales. Gross sales for the Vita-K Solutlon product line
comprised 80% 82% and 45% of total Woodridge gross sales for 2003, 2004 and 2005, respectlvely

Woodndge introduced its Vita-K Solution for Spider Veins in 1998. Woodridge has estabhshed Vita-K
Solution as an important skincare brand for retailers, and has further penetrated the market by launching additional
Vita-K Solution products that target other common skin ailments. Currently, Woodridge markets multlple products
under the Vlta K Solution brand, including: Vita-K Solution for Spider Veins; Vita-K Solution for Scars & Bruises;
Vita-K Solutlon for Blotchy Skin; Vita-K Solution for Dark Circles; Vita-K Solution for Stretch\ Marks; Vita-K
Solution for Suin Spots; Vita-K Solution At Home Microdermabrasion Kit; Vita-K Solution At Homé¢ Chemical Peel
Kit; and Vlta—K Solution for Deep Facial Lines. Woodridge also has several Vita-K Solution brand extensions
currently in the initial phases of distribution.

DermaFreéze365
DermaFreeze365 Instant Line Relaxing Formula is marketed as an anti-line and wrinkle ¢ream based on
GABA-BIOX technology that was launched by Woodridge during the first quarter of 2005. The product offers
consumers the benefits of two anti-aging compounds: Gamma-Amino Butyric Acid, a new 1ngred1ent in modern
skincare technology, and BioxiLift which is believed to produce a cumulative reduction in the appearance of fine
lines and wrmkles Woodridge also has several DermaFreeze365 brand extensions currently in the 1n1t1a1 phases of

distribution. The DermaFreeze365 product line represented 33% of the 2005 gross sales of Woodndge

In March 2005, a third party filed a lawsuit against Woodridge Labs, Inc. in the U.S. D1str1ct Court for the
Southern District of New York for trademark infringement, trademark dilution and false advemsmg in relation to
the DermaFreeze365 product line, which action is pending. In the complaint, the complainant alleges that
Woodridge Labs, Inc. intentionally copied the trademark, package design and advertising of a competing product
line. We are not party to this litigation and Woodridge Labs, Inc. has agreed to indemnify us for any liabilities
arising in relation to this litigation or any related action. See “Item 3. Legal Proceedings™ below;

Bath Lounge

Released in the third quarter of 2004, the Bath Lounge product line consists of six “bath cocktaﬂs ” each with a
“flavor” based upon popular, colorful and fragrant beverages. Each “cocktail” is marketed as a scented 3-in-1 body
wash, shampoo and conditioner. Bath Lounge products are formulated to be used individually, or bl‘endcd together.
Each flavor 1sxava11able in various sizes, and can also be purchased as part of a “cocktail kit” set comtammg several
flavors. 1

| |
Psssssst ’ i

In December 2002, Woodridge acquired the Psssssst trademark and formulation from Procter & Gamble, or
P&G, as part of Woodridge’s strategy to revive and reintroduce niche-oriented orphan brands through Woodridge’s
sales and marketing network. Psssssst is marketed as a dry shampoo product delivered in ar aerosol spray
4
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formulation. The product was originally marketed by P&G in the 1970s as a shampoo alternative, but was slowly
phased out in the mid-1980s. After certain of Woodridge’s top retail customers identified a significant continuing,
yet unmet, demand for the Psssssst product line, Woodridge acquired the technology from P&G and began
distributing three Psssssst products to retailers during the first'quarter of 2003,

Stoppers-4

Stoppers-4, which was launched in 1998, is marketed as an oral moisturizer in a spray formulation. This
product, when used as directed, can be a source of relief from the persistent problem of dry mouth. The multiple
enzyme formulation assists users in maintaining optimum oral moisture levels.

Vita-C2

In 2004, Woodridge began to market products under its Vita-C2 brand. The Vita-C2 product line was
developed as a sister line to the popular Vita-K Selution product line, and consists of the Vita-C2 Clear Professional
Acne Treatment Kit and a line of skin products called Vita-C2 Lift, which product. line contains four formulas
specifically designed to help and treat key problem areas.

Sales, Marketing and Distribution

Woodridge markets its products to major drug, food and mass-merchandise retail chains through a dedicated
team of internal sales managers, as well as a sales force of independent sales representatives. We have four primary
objectives, which underlie our sales and marketing strategy: (f) service and protect existing customer accounts;
(ii) expand product distribution by winning new customer accounts; (iii) promote increased awareness of
Woodridge’s brands and product attributes; and (iv) maintain and strengthen Woodridge’s market position.

Woodridge has an established national sales and distribution network that covers suibstantially all of its existing
drug, grocery and mass retail customers. At present, Woodridge maintains relationships with over 13 sales
representative agencies located in key markets across the U.S. This sales representative agency network provides
Woodridge with a sales force of over 50 specialized sales professionals. Woodridge management believes that
Woodridge’s combined internal and external sales and marketing network is well-positioned to expand Woodridge’s
penetration of existing accounts, and to penetrate new accounts and distribution chapnels.

Woodridge regularly participates in various co-operative m‘arketing programs with retailers to further enhance
consumer awareness of its products and brands. At times, Woodrldge works directly with retailers to design the
plan-o-grams, or drawings illustrating product placement, for its brands, as well as to develop in-store displays,
special events, promotional activities and marketing campaigns for its products, These programs are designed to
obtain or enhance distribution at the retail level and to provide incentives to consumers at the point-of-purchase.
Woodridge also utilizes consumer promotions, such as direct mall programs and on-package offers, to encourage
consumer demand for its products.

Sales to customers are generally made pursuant to purchase orders, and consequently Woodridge does not have
a material order backlog. Consistent with customary practice in the packaged goods 1ndustry, Woodridge accepts
authorized returns of un-merchandisable, defective or discontinued products.

Customers .

Woodridge’s principal customers include chain drugstores, or the drugstore channel, mass volume retailers,
national mass merchandisers and grocery chains. In the year ended December 31, 2005, Woodridge’s five largest
customers represented approximately 73% of Woodridge’s gross sales, and had all been customers of Woodridge for
at least five years.

Woodridge’s products are predominately sold in the drugstore channel, and Woodridge has developed a
strategic working relationship with its drugstore channel customers. Woodridge’s customer relationships provide
Woodridge with a number of important benefits, including facﬂltatmo new product introductions and access to
adequate shelf space.




\ i
|

Woodridge's principal customer relationships include Walgreens, Rite Aid, and CVS, who ac¢ount for 26%,
17%, and 16% of gross sales in the year ended December 31, 2005, respectively. No other customer accounted for
more than 10% of gross sales in the year ended December 31, 2005. As is customary in the personal care industry,
Woodridge does not enter into long-term or exclusive contracts with its customers. Sales to customerﬁs are generally
made pursuant to purchase orders, and consequently none of Woodridge’s customers are under ah obligation to
continue purchasing products from Woodridge in the future. We expect that Walgreens, Rite Aid, é{nd CVSand a
small number 'of other customers will continue to account for a large portion of Woodridge’s net[ sales.

New Proddct Development |
‘ |
Woodridge strives to maintain the value of its existing products, and to achieve increased market penetration,

through aggre?ssive product line and brand extensions. Furthermore, Woodridge’s growth stratefgy includes an
increased emphasis on new product development, both through extending Woodridge core brands and through
expanding thefWoodridge presence into new product categories. To achieve these objectives, Woodridge relies on
internal markét research as well as outside product developers to identify new product formulations and line
extensions that management believes will address consumer needs and demands. Historically, Woodridge has used
three internal personnel for product development along with one contracted outside consultant, All new product
concepts are tesearched before launch, and, to the extent necessary or required, undergo indepéndent clinical

testing. |

i 1
i

Manufacturmg and Production

Woodndge uses third-party resources for all of its manufacturing and production requlrements Woodridge
believes that contract manufacturing helps maximize Woodridge’s flexibility and responsiveness to industry and
consumer trends while helping to minimize the need for significant capital expenditures. Woodrldge selects
contract manufacturers based on its evaluation of several factors, including manufacturing capac1ty, access to raw

materials, quahty control disciplines, research and development capabilities, regulatory comphance timely
delivery, management financial strength and competitive pricing.

Woodndge s primary contract manufacturers provide comprehensive services from product development
through manufacturmg and filling of compounds, and are responsible for such matters as ongoing| quality testing
and procurement of certain raw materials. Typically, final boxing and packaging of Woodndge\s products are
performed at Woodridge’s distribution facility in Van Nuys, California. All of Woodridge’s products are manu-
factured on a purchase order basis and Woodridge does not have any long-term obligations or cdmmitments.

Woodridge continually evaluates its existing supply relationships to ensure that Woodridge uj‘tilizes the most
cost-effective, flexible and strategically appropriate arrangements available. Woodridge also contidually evaluates
opportunities to improve efficiencies and reduce costs by either outsourcing or insourcing certain areas of the
product producuon cycle. Furthermore, Woodridge actively works to develop alternative supply and distribution
relationships, and Woodridge management believes that future changes in supplier relationships Would not have a
material adverse affect on Woodridge’s operations.

Competition g
The pers&)nal care industry is highly competitive, characterized by a fragmented universe of ihdustry players
{(both large and smaller scale). Many other companies, large and small, manufacture and sell pnoducts that are
similar to our personal care products, including major retail customers that sell “private label” or Jhouse brands.

Sources of competitive advantage include product quality and effectiveness, brand identity, advertising and

promotion, product innovation, distribution capability and price. !

Many of Woodridge’s principal competitors are well-established firms that are more diversified and have
substantially greater financial and marketing resources than Woodridge. Major competitors principally include
large CoONSuUmeEr products companies, such as Procter & Gamble, Unilever, KAO Corporation, and L’'Oreal, and
over-the-counter pharmaceutical companies, such as Pfizer and Johnson & Johnson, as well as a large number of
companies with revenues of less than $100 million. Many of our competitors are able to make significantly greater
expenditures for product development, advertising, promotion and marketing in order to achieve and maintain both

1
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consumer and trade acceptance of their personal care products. In addition, the personal care industry is subject to
rapidly changing consumer preferences and industry trends.

Part of Woodridge’s strategy to offset the level of competitibn is to develop products and brands that focus on
niche markets or sub-segments of larger markets. By focusing onnarrow market segments, Woodridge believes it is
able to limit the degree of competition it faces, as larger competitors may focus less on these smaller niche markets
and market sub-segments. ‘

Growth Strategy

Woodridge is continually exploring new opportunities to increase its market presence and enhance its financial
performance. To this end, management has identified several §pecific growth opportunities, including, but not
limited to: (i) developing additional product lines and brands and increasing the rarige of products sold under
Woodridge’s current top-selling brands; (ii) expanding d1str1but1on by seeking to increase shelf space with existing
retail customers, and to gain shelf space at new retailers, part1cular1y mass volume retallers and grocery chains;
(ii1) identifying, acquiring and reinvigorating orphan trademarks and brands that hold ‘untapped growth potential;
(iv) initiating more comprehensive advertising and promotlonal campaigns in support of Woodridge brands; and
(v) opportunistically expanding into international markets.

Intellectual Property

Woodridge has registered, or has pending applications for the registration of, its Vita-K Solution®,
DermaFreeze365™, Bath Lounge™, Firminol-108, TurboShave®, Stoppers-4©, GABA-BIOX™, GABA-BIOX
Lifting Complex™, Pre-Kini™, Psssssst®, The Skin Firming Miracle in a Bottle™, Under Eyebryten™, Virtual
Laser™, Wrinkl-eez™ and other trademarks and brand names in the U.S., as well as in certain foreign coumries.
Woodridge has an exclusive license from the University of Medicine and Dentistry of New Jersey with respect to
U.S. Patent #6,187,822 regarding topical vitamin K delivery systems, which patent was filed on June 11, 1999 and
expires 20 years from that date. Woodridge also has a patent pendmg in the U.S. for Gamma-Amino Butyric Acid
Composition, U.S. Patent Application #11/072184.

Woodridge believes its position in the marketplace depénds to a significant extent upon the goodwill
engendered by its trademarks, trade dress and brand names, dnd, therefore, considers trademark protection to
be important to its business. Accordingly, Woodridge actively monitors the market for its products to ensure that its
trademarks and other intellectual property are not infringed upon.

In March 2005, a third party filed a lawsuit against Woodtidge Labs, Inc. in the U.S. District Court for the
Southern District of New York for trademark infringement, trademark dilution and false advertising in relation to
the DermaFreeze365 product line, which action is pending. 'In the complaint, th¢ complainant alleges that
Woodridge Labs, Inc. intentionally copied the trademark, package design and advertising of a competing product
line. We are not party to this litigation and Woodridge Labs, Inc. has agreed to indemnify us for any liabilities
arising in relation to this litigation or any related action. See “Item 3. Legal Proceedings” below.

Government Regulation

Currently, none of Woodridge’s products requires pre-market approval from any regulatory body. However, all
of the current and future products that Woodridge markets are potentially subject tQ regulation by government
agencies, such as U.S. Food and Drug Administration, the Federal Trade Commission, and various federal, state
and/or local regulatory bodies. In the event that any future regulations were to require approval for any of
Woodridge’s products, or should require approval for any planned products, Woodrldge intends to take all necessary
and appropriate steps to obtain such approvals. ‘

Employees

As of December 31, 2005, Nextera had four full-time emplc‘)yees and one part-time employee. As of March 9,
2006, immediately following the closing of the Transaction, Nextera and WLab had 15 full-time employees and

-




one part-time|employee. None of our employees are represented by a union or subject to a colleétive bargaining
agreement. We believe that our relations with our employees are good. !
; i
: !
Segments and Geographical Information

Woodridge operates in a single market segment. As of and for the years ended December 31, 2005 and 2004,
substantially ‘all of Woodridge’s and Nextera’s revenues and long-lived assets related to op‘eranons in the
United States‘ i

V 4

i

Seasonality
Seasonality has not generally had a significant impact on Woodridge's gross sales. i
|

Inflation
We believe that inflation has not had a material effect on Woodridge’s results of operations.
| |
, |

Availabilit’y of Public Reports |

As soon as is reasonably practicable after they are electronically filed with or furnished to thé Securities and
Exchange Comrmssmn or SEC, our annual reports on Form 10-K, quarterly reports on Form 10- Q] current reports
on Form 8- K iproxy statements and any amendments to those reports, are available free of charge on our internet
website at http.//www.nextera. com. Information contained on our website is not part of this report. They are also
available free!of charge on the SEC’s website at htp://www.sec.gov. In addition, any materials filed with the SEC
may be read by the public at the SEC’s Public Reference Room at 450 Fifth Street, NW, Washmgton DC 20549.
The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. '

1
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ITEM 1A. RISK FACTORS |

You should carefully consider, among other potential risks, the following risk factors as well as all other
information set forth or referred to in this report before purchasing shares of our common stock. :Investing in our
common stock involves a high degree of risk. If any of the following events or outcomes actually occurs, our
business operatmg results and financial condition would likely suffer. As a result, the trading pnce\of our common
stock could dechne and you may lose all or part of the money you paid to purchase our comm@n stock.

The loss of key personnel and the difficulty of attracting and retaining qualified personnel could harm
our busmess and results of operations. ;
Our success depends heavily upon the continued contributions of our senior management and employees,

particularly Mr. Millin (Nextera’s president and the president and chief executive officer of WLab)J many of whom

would be difficult to replace. Mr. Millin has been the principal managing officer of Woodridge fpr the past nine
years, and the future success of the Woodridge business will depend on his continued service and|attention to the
business. In addition, we have hired all of the former employees of Woodridge as part of the Transaction, and will
continue to rely on their knowledge of the business. If key employees terminate their employment with us, our

business may be significantly and adversely affected. ;

We depend on a limited number of customers for a large portion of our net sales and the loss of one or
more of these customers could reduce our net sales. ;

We rely on major drugstore chains and mass merchandisers for the sales of our products. Durmg the year ended
December 31 2005, Woodridge’s five largest customers represented approximately 73% of its gross sales. We
expect that for 2006 and future periods a small number of customers will, in the aggregate, continue|to account for a
large portion Qf our net sales. As is customary in the consumer products industry, none of our customers is under an
obligation to continue purchasing products from us in the future. The loss of one or more of our customers that
accounts for a significant portion of our net sales, or any significant decrease in sales to these m]ﬁstomers or any

1
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significant decrease in our retail display space in any of these customers’ stores, could reduce our net sales and
therefore could have a material adverse effect on our business, financial condition and results of operations.

We face significant competition within our industry, and we are not as financially strong or large as
many of our competitors.

We are not financially as strong or as large as some of the major companies against whom we compete. Our
competitors vary depending upon product categories. Many of our principal competitors are large, well-established
firms that are more diversified and have substantially greater financial and marketing resources than us. Major
competitors principally include large consumer products companies, such as Procter & Gamble, Unilever, KAO
Corporation, L’ Oreal and over-the-counter pharmaceutical companies, such as Pfizer and Johnson & Johnson, as
well as a large number of companies with revenues of less than $ 1%00 million. Many of these companies have greater
resources than we do to devote to marketing, sales, research and development and acquisitions. As a result, they
have a greater ability to undertake more extensive research and development, marketing and product promotion and
more aggressive pricing policies, and may be more successful than we are in gaining and increasing shelf space at
retail outlets. We cannot predict with accuracy the timing or impact of the introduction of competitive products or
their possible effect on our sales. It is possible that our competitors may develop new or improved products to treat
the same conditions as our products or make technological advances reducing their cost of production so that they
may engage in price competition through aggressive pricing policies to secure a greater market share to our
detriment. These competitors also may develop products that make our current or future products obsolete. Any of
these events could significantly harm our business, financial condition and results of operations, including reducing
our market share, gross margins and cash flows.

Many of our major competitors have global reach and international production, distribution, marketing and
sales capabilities. As a result, they have a much greater ability than we do to expand product sales and distribution in
international markets and to capture and increase market share in'international markets. We may be unsuccessful in
expanding into international markets, and this could significantly harm our business, financial condition and results
of operations.

We may be unsuccessful in developing and introducing new products or in expanding our existing
product lines.

Our industry is highly competitive. Our future success and ability to effectively compete in the marketplace
and to maintain our revenue and gross margins requires us to continue to identify, develop and introduce new
products and product lines in a timely and cost-efficient mafner. We may not be successful in identifying,
developing and introducing new products, or in leveraging the success of or expanding existing product lines, and
this may have a material adverse effect on the business and prospects of our future. Many of our principal
competitors are large, well-established firms that are more diversified and have substantlally greater resources than
we do to devote to new product development and promotion.

We rely on others to manufacture our products, and dtsrupttons to our manufacturing supply chain could
affect our sales and financial condition.

Currently, we outsource our entire product manufacturing and production needs. We rely on outside man-
ufacturers to provide us with an adequate and reliable supply of our products on a timely basis. Loss of a supplier or
any difficulties that arise in the supply chain, including a recall of products, could significantly affect our
inventories and supply of products available for sale. We do not have alternative sources of supply for all of our
products. If a primary supplier of any of our core products is unable to fulfill our requirements for any reason, it
could reduce our sales, margins and market share, as well as harm our overall business and financial results. If we
are unable to supply sufficient amounts of our products on a timely basis, our revenues and market share could

decrease and, correspondingly, our profitability could decrease.
§
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We may be subject to claims of infringement regarding products or technologies that are protected by

trademarks, patents and other intellectual property rights. !

Woodridge has historically created individual brand names to identify each of its personal carle product lines.
Woodridge’s products may also be formulated using novel chemical compounds, processes or technologres In the
crowded personal care products industry, third parties often own similar brand names, or may lown patents on
chemical formulas or manufacturing processes or other technologies. Our success depends on our ability to operate
without infriniging upon the proprietary rights of others and prevent others from infringing our trlademarks trade
dress, patent ‘r1ghts and other intellectual property rights. If third parties believe we have 1nfr1nged upon their
proprietary rrghts they may assert infringement claims against us from time to time based on our general business
operations or, specific product lines. Woodridge or retailers who sell Woodridge products mayl also engage in
advertising whrch compares Woodridge’s products to products of third parties. As a result, third partres may assert
infringement claims against us from time to time based on specific advertisements or marketing claims.

l

If we arei subject to an adverse judgment regarding infringement of the proprietary rights of others, we may be
forced to discontinue selling affected products under their existing brands, or may need to remo‘jve such product
from stores and rebrand such products, all of which may have a material adverse effect on our resul’r[s of operations.

In March 2005, a third party filed a lawsuit against Woodridge Labs, Inc. in the U.S. Drstrlct Court for the
Southern Dlstrrct of New York for trademark infringement, trademark dilution and false advertrsrng in relation to
the DermaFreeze365 product line, which action is pending. In the complaint, the complarnant alleges that
Woodridge Labs Inc. intentionally copied the trademark, package design and advertising of a conrpetmg product
line. We are not party to this litigation and Woodridge Labs, Inc. has agreed to indemnify us for any liabilities
arising in relauon to this litigation or any related action. Since we intend to continue to market this product line, the
plaintiff in the suit may name us as an additional defendant in the suit or a related action. If an action is brought
against Nextera or WLab, we intend to vigorously contest such action, but cannot assure you [that we will be
successful in any resulting litigation or other action. If litigation or other action is brought against us this may affect
our ability tow offer the DermaFreeze365 product line using this brand. j

{
]

Our products are subject to federal and state regulations that could adversely affect our fin nanczal results.

i

Our products are subject to regulation by the FDA and the FTC, as well as various other federal, state, and local
regulatory authorities. The FDA regulates both our cosmetic and over-the-counter drug products with respect to
labeling, manufacturing, and quality control, while the FTC is primarily concerned with the manner in which the
products are advertised. Such regulation is intended to ensure that the products are safe, properly labeled, and
marketed in a manner that is neither false nor deceptive. FDA and FTC regulation have a signiﬁcantlimpact upon the
claims that we make for our products, the ingredients that we select for them, and our product packaging. To the
extent that regulatory changes occur in the future, they could require us to reformulate or discontinuie certain of our
products, to revise our product packaging and/or labeling, and/or to modify our approach to marketrng the products.
These outcomes, if they were to occur, could result in, among other things, increased costs, delays in product

i

launches, and the possibility of product recalls. l

To service our indebtedness and fund our working capital requirements, we will require szgmﬁcant
amounts of cash.

Our ability to make payments on our indebtedness will depend upon our future operating performance and on
our ability to generate cash flow in the future, which is subject to general economic, f1nanc1al competitive,
legistative, regulatory and other factors that are beyond our control. We cannot assure you that our business will
generate sufficient cash flow from operations, or that future borrowings, including borrowings under our revolving
credit facility, will be available to us in an amount sufficient to enable us to pay our indebtedness, or to fund our
other liquidity needs. If the cash flow from our operating activities is insufficient, we may take iactions such as
delaying or reducing capital expenditures, attempting to restructure or refinance our indebtedness prror to maturity,
and seeking additional equity capital. Any or all of these actions may be insufficient to allow us tojservice our debt
obligations. Further we may be unable to take any of these actions on commercially reasonable] terms, or at all.

i
1 l
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We have a high level of indebtedness which could adversely affect our cash flows and business.

As of March 27, 2006, we had indebtedness of approx1mate1y $13.0 million. Under our current senior secured
credit facilities, we are allowed to borrow an additional $2.0 million dependent upon our debt covenants and the
cash flows of the business. Our high level of indebtedness couyld:

* increase our vulnerability to general adverse economic and industry conditions;

* require us to expend a significant portion of our future cash flows to service the indebtedness, thus reducing
funds available to fund working capital, capital expendltures acqu1smons and other general corporate
purposes;

* place us in a disadvantage compared to competitors who have less debt;

» limit our ability to apply proceeds from an offering or asset sales to purposes :other than the repayment of
debt; and .

* impair our ability to obtain additional financing.
Covenants in the credit agreement governing our senior secured credit facilities may limit our ability to
operate our business.

The credit agreement that governs our senior secured credlt facilities, or the Credlt Agreement, contains
covenants that restrict our ability to: ‘

 incur additional indebtedness;

« create liens or other encumbrances;

* declare or make distributions, including from WLab and its subsidiariés to Nextera;

» make investments or acquisitions, prepay subordinated :indebtedness or make other restricted payments;
* issue or sell capital stock of subsidiaries; |

* issue guarantees;

* sell or otherwise dispose of assets;

* enter into transactions with affiliates; and

* make acquisitions or merge or consolidate with another entity.

We must also comply, among other things, with certain specified financial ratios, including a fixed charge
coverage ratio and a leverage ratio, and certain other financial covenants such as minimum consolidated EBITDA,
maximum capital expenditures and maximum corporate overhead expense. If we default under the Credit
Agreement because of a covenant breach or otherwise, all outétanding amounts could become immediately due
and payable.

The Credit Agreement also provides that a reduction below certain levels in the ownership or economic
interests of our existing significant stockholders will constitute an event of default. An event of default would also
occur if Mr. Millin were to cease being a member of our board of directors or WLab’s chief executive officer at any
time prior to March 9, 2010, except for certain specified reasons.

We cannot assure you that we would have sufficient funds to repay all the outstanding amounts under our
secured credit facilities, and any acceleration of amounts due would have a material adverse effect on our liquidity
and financial condition. !

Rises in interest rates could adversely affect our financial condition.

An increase in prevailing interest rates would have an imnﬁediate effect on the interest rates charged on our
variable rate of debt, which rise and fall upon changes in interest rates. All of our indebtedness under our Credit
Agreement is variable rate debt, which makes us more vulnerable in the event of adverse economic conditions,
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increases in prevailing rates or a downturn in our business. The term loans and revolving credit fadility under our
Credit Agreement bear interest, at WLab’s option, at either the Eurodollar Rate (as defined in the Credit
Agreement), Wthh is based on LIBOR, or the Base Rate (as defined in the Credit Agreement), Wthh is based
on the greater of the Bloomberg Prime Rate and the U.S. federal funds rate plus 0.5%. If any of LIBOR, the prime
rate or the U.S| federal funds rate increases, our debt service costs will increase to the extent that WILab has elected
such rates for 1ts outstanding loans. If prevailing interest rates or other factors result in higher interest rates, the

increased intetest expense would adversely affect our cash flow and may affect our ability to ser}wce our debt.

i ;
We may be "unable to refinance our indebtedness.

We may need to refinance all or a portion of our indebtedness before maturity. We cannot assure you that we
will be able to\refmance our indebtedness on commercially reasonable terms or at all. There can be no assurance
that we will be able to obtain sufficient funds to enable us to repay or refinance our debt obhganons on
commercially ! ureasonable terms, or at all. {,

1
\ !

Nextera is a holding company with no business operations of its own and is dependent on sijtbsidiaries to
pay certam\expenses and dividends. j

Nextera i 1s a holding company with no business operations of its own. Nextera’s only matenaﬂ assets are the
outstanding shares of capital stock of WLab, Nextera’s wholly owned subsidiary, through which Nextera conducts
its business operat1ons and its current cash balances. After 2006, Nextera will be dependent on th’e earnings and
cash flows of, land dividends and distributions from, WLab to pay Nextera’s expenses incidental to being a public
holding company. WLab may not generate sufficient cash flows to pay dividends or distribute fuhds to Nextera
because, for example, WLab may not generate sufficient cash or net income; because state laws [may restrict or
prohibit WLab from issuing dividends or making distributions unless it has sufficient surplus or net profits, which
WLab may nc%t have; or because contractual restrictions, including negative covenants in the Credit Agreement
which restrict the ability of WLab to make and declare dividends and distributions to Nextera, may proh1b1t or limit

such dividends or distributions.

The Credit Agreement generally restricts WlLab from paying dividends or distributions, excef)t that WLab is

permitted to pay dividends and make distributions to Nextera to enable Nextera to make certain payments and pay

expenses mmdental to being a public holding company up to a specified amount, provided that certam financial

covenants have been met. We cannot assure you that we will be able to meet the conditions in the Credlt Agreement
necessary to allow WLab to pay dividends and make distributions to Nextera. :
J

1

All of the shares of WLlab stock are pledged to secure obligations under the Credit Agreement

All of the shares of the capital stock of WLab held by Nextera are pledged to secure Nextera s guarantee of
WLab’s obligations under the Credit Agreement. A foreclosure upon the shares of WLab’s common stock would
result in Nextera no longer holding this material asset, and would have a material adverse effect on the holders of
Nextera’s common stock. !

Our ability, to utilize our net operating loss carryforwards may be limited or eliminated in i#s entirety.

As of De':cember 31, 2005, we had approximately $53.0 million of net operating loss carryforv%/ards that begin
to expire in 2021, for which a 100% valuation allowance has been recorded. The utilization of the net operating loss
carryforwards in the future is dependent upon our having U.S. federal taxable income. Prior to the Transaction, we
had no business operations and were unable to generate U.S. federal taxable income to utilize the net operating loss
carryforwards Even following the Transaction, there can be no assurance that we will be able to generate taxable
income in the:future. Furthermore, the likelihood of an annual limitation on our ability to utilize the net operating
loss carryforwards to offset future U.S. federal taxable income is increased by (1) the issuance of common stock,
certain convertible preferred stock, options, warrants, or other securities exercisable for common stgck, (2) changes
in the equity ownership occurring in the last three years and (3) potential future changes in the eqpity ownership.
The amount of an annual limitation can vary significantly based on factors existing at the date of an ownership
change. A substantial portion of our net operating loss was used to offset our federal tax liability, other than
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alternative minimum tax, generated by the sale of our economic consulting business in 2003. If the net operating
loss carryforwards were determined to be subject to annual limitations prior to its utilization to offset the taxable
gain from the sale of our economic consulting business, our federal tax liability and the net operating loss
carryforwards could be materially different and our financial pos{ition could be adversely affected. Such limitations
could have a material adverse impact on our financial condition, results of operatiori§ and cash flows.
|
Our common stock does not trade on an established tradmg market, which makes our common stock
more difficult to trade and more susceptible to price volatllzty

The delisting of our Class A Common Stock from the N‘asdaq SmallCap Market may make our Class A
Common Stock more difficult to trade, harmi our business reputation and adversely affect our ability to raise funds in
the future.

Our Class A Common Stock was delisted from the Nasdaq SmallCap Market on November 28, 2003 due to our
failure to have an operating business after the sale of our economic consulting business: As a result of the delisting,
our common stock may be more difficult to trade and we may suffer harm to our general business reputation and
have greater difficulty in the future raising funds in the capital markets. Each of these consequences could have a
material adverse effect on our business, results of operations and financial condition. We currently do not meet
Nasdag’s initial listing requirements to be re-listed on the Nasdaq SmallCap Market (now known as Nasdaq Capital
Market) because, among other things, we do not satisfy the minimum bid price requirement.

Mounte LLC (successor to Krest, LLC, Knowledge Universé LLC and Knowledge Universe, Inc.) controls
64.7% of the voting power of our stock and can control all matters submitted to our stockholders and its

interests may be different from yours. |

Mounte LL.C owns 8,810,000 shares of Class A Common Stock, 3,844,200 shares of Class B Common Stock,
and 48,906 shares of our Series A Preferred Stock, which combinéd represents (as of the'closing of the Transaction)
approximately 64.7% of the voting power of our outstanding common and preferred stock. The Class A Common
Stock entitles its holders to one vote per share, and the Class B Common Stock entitles its holders to ten votes per
share, on all matters submitted to a vote of our stockholders, including the election of the members of the Board of
Directors. Holders of Series A Preferred Stock are entitled to 145 votes per share, which equals the number of whole
shares of Class A Common Stock into which one share of Series A Preferred Stock is convertible. Accordingly,
Mounte LLC will be able to determine the disposition of all matters submitted to a vote of our stockholders,
including mergers, transactions involving a change in control and other corporate transactions and the terms thereof.
In addition, Mounte LLC will be able to elect all of our directors. This control by Mounte LLC could materially
adversely affect the market price of the Class A Common Stock or delay or prevent a change in control of our
company.

We have a history of losses and there is no assurance that we can achieve or sustam profitability in the
Sfuture.

Since our inception in February 1997, we have incurred, on an historical basis, net losses of $3.0 million and
$17.2 million for the years ended December 31, 1997 and 1998, respectively, and net losses of $24.0 million,
$117.5 million, $2.3 million and $1.9 million for the years ended December 31, 2000, 2001, 2004 and 2005,
respectively. Immediately prior to the Transaction, we had no busmess operations and were not profitable. Even
following the Transaction, there is no assurance that we will be proﬁtable in the future

Our stock price may be volatile and you could lose all or part of your investment.

We expect that the market price of our common stock will be volatile. Stock prices have risen and fallen in
response to a variety of factors, including: i

* quarter-to-quarter variations in operating results;
- » market conditions in the economy as a whole;

* acquisitions of, or strategic alliances among, companies in our industry; and
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¢ nNew 1mnovations in existing pI’OduCtS Oor new pl‘OdUCtS introduced by us or our compames%
‘ |

The market price for our common stock may also be affected by our ability to meet investo}rs’ or securities
analysts’ expectations. Any failure to meet these expectations, even slightly, may result in a decline in the market
price of our common stock. Furthermore, because our common stock has limited volume, the stogk price may be
subject to extreme volatility based on a limited number of transactions. In addition, the stock market is subject to
extreme prlce‘ and volume fluctuations. This volatility has had a significant effect on the market prices of securities
issued by many companies for reasons unrelated to the operating performance of these companhes In the past,
following periods of volatility in the market price of a company’s securities, securities class actlon litigation has
often been instituted against that company. If similar litigation were instituted against us, 1t1cou1d result in

substantial costs and a diversion of our management’s attention and resources. ’

i
1

ProvzswnSj in our charter documents and Delaware law may delay or prevent an acquzsmon of us, which
could decrease the value of our common stock.

i

Provisiops of our certificate of incorporation and bylaws and provisions of Delaware law could delay, defer or
prevent an acquisition or change of control of us or otherwise decrease the price of our comm]pn stock. These

provisions inolude: ;
. authorjizing our board of directors to issue additional preferred stock;
. prohioiting cumulative voting in the election of directors;
. limitixilg the persons who may call special meetings of stockholders;
. prohil;)iting stockholder actions by written consent; and

* establishing advance notice requirements for nominations for election to the Board of [Directors or for
proposing matters that can be acted on by stockholders at stockholder meetings. ,

ITEM 2. PROPERTIES |
Our corporate headquarters are located in Boston, Massachusetts in a 3,000 square foot leased facility. We also
have office space in Toronto, Canada, which we are subletting to third parties. ;

In connectlon with the Transaction, WLab acquired leases for a 15,000 square foot ofﬁce and warehouse
facility and gfor a 7,000 square foot warchouse facility, both in Van Nuys, California, wh1chlleases expire in
November 2006. These sites comprise WLab’s headquarters, principal executive offices and distribution center. We
believe that our existing facilities are adequate to meet our current requirements and that suital}:le space will be
available as needed on terms acceptable to us. 1

] ]
i

ITEM 3. LEGAL PROCEEDINGS

In March 2005, a third party filed a lawsuit against Woodridge Labs, Inc. in the U.S. Dlstnct Court for the
Southern Dlstrlct of New York for trademark infringement, trademark dilution and false advemsmg in relation to
the DermaFreeze 365 product line, which action is pending. In the complaint, the complalhant alleges that
Woodridge 1ntent10na11y copied the trademark, package design and advertising of a competing product line. We are
not party to th1s litigation and Woodridge Labs, Inc. has agreed to indemnify us for any liabilities arising in relation
10 this hngatlon or any related action. Since we intend to continue to market this product line, the plaintiff in the suit
may name us as an additional defendant in the suit or related action. If an action is brought against Nextera or WLab,
we intend to vigorously contest such action, but cannot assure you that we will be successful( in any resulting
litigation or other action. If litigation is brought against us, this may affect our ability to offer the ]DermaFreeze 365
product lmo using this brand. ;

From t}me to time we are involved in other legal proceedings, claims and litigation arising in the ordinary
course of business, the outcome of which, in the opinion of management, would not have a material adverse effect
on us. ; !
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Our Class A Common Stock, $0.001 par value per share, t}ades on the over-the-counter market pink sheets
under the symbol “NXRA.PK”. The following table sets forth th:e high bid quotation and the low bid quotation, as
quoted by Pink Sheets LLC, in each of the four quarters of fiscal 2005 and 2004. Such over-the-counter market
quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and may not necessarily
represent actual transactions.

High  Low
Calendar year — 2005
First QUALTEr . . . o ottt e e e e e ... %045 %033
Second Quarter . ......... .. e P $0.42  $0.33
Third Quarter. . . . .. .o e $0.40  30.32
Fourth QUarter . ... ..ot et e [ $0.36  $0.29
High Low
Calendar year — 2004
First QUarter . . ... ... e $0.63  $0.36
Second QUArter . ... ... ..t $0.66  $0.47
Third Quarter. .. ... P S $0.51  $0.36
Fourth QUAarter . . . . ... ... $0.48 $0.34

As of March 27, 2006 there were 38,492,851 shares of Class A Common Stock outstanding held by
approximately 215 holders of record (excluding stockholders for whom shares are held in a “nominee” or “street”
name ) and 3,844,200 shares of Class B Common Stock outstanding held by one holder of record.

We have never paid or declared any cash dividends on our Common Stock and do not intend to pay dividends
on our Common Stock in the foreseeable future. The terms of ourCredit Agreement restrict our ability to declare or
pay dividends. We intend to retain any earnings for use in any potential acquisition and operation of a business.

Recent Sales of Unregistered Securities

On March 9, 2006, Nextera issued 8,467,410 shares of its Class A Common Stock:to Woodridge Labs, Inc. in
partial payment of the purchase price for the acquisition by WLab of substantially all, of the assets of Woodridge
Labs, Inc. These shares were issued to Woodridge Labs, Inc. in a transaction exempt from registration pursuant to
Section 4(2) of the Securities Act of 1933, as amended, or the Securities Act, qnd Rple 506 of Regulation D.

The issuance of these shares to Woodridge Labs, Inc. was ekempt because it was a private sale made without
general solicitation or advertising exclusively to one *“accredited investor” as defined in Rule 501 of Regulation D.
Further, the certificate issued to Woodridge Labs, Inc. bears a 1egend providing, in substance, that the securities
represented by the certificate have been acquired for investment only and may not be sold, transferred or assigned in
the absence of an effective registration statement or opinion of counsel that regxstratlon is not required under the
Securities Act. [
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ITEM 6. SELECTED FINANCIAL DATA 1

The followmg tables contain selected consolidated financial data as of December 31 for each off the years 2001
through 2005 jand for each of the years in the five-year period ended December 31, 2005. The selecned consolidated
financial data have been derived from our audited consolidated financial statements with the years 2001 through
2002 adjusted to reflect the presentation of the consulting business as discontinued operations. j

When you read this summary, it is important that you read along with it the financial statements and related
notes in our annual and quarterly reports filed with the Securities and Exchange Commission, as well as the section
of our annua} and quarterly reports titled “Management’s Discussion and Analysis of F1nanc1a1 Condition and
Results of Operations.”

! December 31, December 31, December 31, December 31, December 31,
1 2005 2004(1)(5) 2003(2) 2002(3) | 2001(4)

(Amounts in thousands, except per share d“ata)
1

CONSOLIDAj.TED STATEMENT OF
OPERATIONS DATA:

Net revenuesi ........................ $ — s - $ — $ — 3 —
Gross profit.l.......... ... .. ... ..., — — — — —
Loss from continuing operations ......... (1,979) (2,874) (6,715) (4,478) (17,260)
Income (lossj from discontinued '

operations j ........................ 78 525 11,202 10,146 (100,263)
Netincome (loss) .................... (1,901) (2,349) 4,487 3,668 (117,523)
Net loss per common share from continuing 3

operations,| basic and diluted .......... $ 007y $ (009 $ ©21) S (0.16) $  (0.55)

Net income (loss) per common share from
dlscontmued operations, basic and

I
|
diluted. . .l oo 0.00 0.02 0.33 0. 28j (2.86)
Net income (loss) per common share, basic |
and diluted .. ........ ... .. ... ..., $ (0.07) $ (0.08) $ 012 $ 012 $ (34D
Weighted avérage common shares
outstanding, basic and diluted ......... 33,870 33,870 33,912 35, 730 35,034

(1) The 2004 net loss and loss from continuing operations includes a $0.5 million charge for expenses paid to third
parties incurred in connection with the evaluation of a potential business acquisition which vyas not pursued.

(2) The 2003 results of continuing operations include an expense of approximately $1.9 million related to salary
contlnuance costs and a non-cash compensation charge due to the acceleration of options, both related to our
former Chlef Executive Officer’s termination of employment. i

(3) The 2002 results of continuing operations include income of $0.7 million related to the reversal\ of restructuring

reserves due to the favorable settlement of real estate obligations. f

(4) The 2001 results of continuing operations include an expense of approximately $4.5 million related to special
charges prlmarlly related to expected costs of exiting or reducing certain leased premises. f

i

(5) Dueto ropndmg differences, net income (loss) per share does not equal the sum of net income (loss) per common
share from continuing operations and net income (loss) per common share from discontinued|operations.

December 31, December 31, December 31, December 31,' December 31,

1

2005 2004 2003 2002 i 2001

(Dollar amounts in thousands) !
{

CONSOLIDATED BALANCE

SHEET DATA: f
Cash and cash equivalents . . ... .. $15,043 $16,713 $20,124 $ 1,606 $ 4,465
Total assets ................. 15,235 17,226 23,066 107,218 : 121,182
Total short-term debt . .......... 337 258 185 4,973 17,118
Total long-tefm debt ........... 391 470 543 70,829 | 48,245
Total stockhdlders’ equity ....... 13,359 15,255 17,383 11,907 ’ 25,499

i
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDI TION AND
RESULTS OF OPERATIONS

4
Overview

Nextera was formed in 1997 and has historically focused on building a portfofio of consulting companies
through multiple acquisitions. Nextera formerly offered services in three practice areas: technology consulting,
human capital consulting, and economic consulting. Nextera exited the technology consulting business during the
latter half of 2001 and sold the human capital consulting business in January 2002. In November 2003, Nextera and
its direct and indirect subsidiaries sold substantially all of the assets used in their econorhic consulting business and,
as a result of such sale, we ceased to have business operations. Accordingly, all results from our former consuiting
operations have been classified as discontinued operations.

Acquisition of Woodridge Business

As part of our strategy to increase stockholder value through the acquisition of one or more ongoing businesses
or operations, on March 9, 2006, Nextera’s wholly owned subsidiary WLab completed the purchase of substantially
all of the assets of Woodridge Labs, Inc. The Woodridge business currently comprises our sole operating business.

The purchase price for the Woodridge business comprised:
* $22.5 million in cash (subject to purchase price adjustments);

* 8,467,410 unregistered restricted shares of Nextera’s Class A Common Stock constituting approximately
20% of the total outstanding common stock of Nextera 1mmed1ately after such i issuance, which shares were
issued to Woodridge Labs, Inc.; ‘

* the assumption by WLab of a promissory note of Woodridge Labs Inc. in the principal amount of
$1.0 million, which assumed debt was paid in full by WLab on the closing date of the Transaction; and

* an earn-out of up to $2.5 million which is payable if the audited earnings before interest, taxes, depreciation
and amortization, or EBITDA, of WLab for the period from the closing date 'of the Transaction through
December 31, 2006 exceeds $4.2 million, and is fully earned at approximately $6.5 million of audited
EBITDA of WLab. This earn-out amount, if any, is payable in the second quarter of 2007.

$2 million of the cash purchase price together with the total earn-out amount, if any, are to be held in escrow
until September 2007 to secure the payment of any indemnification obligations of ,Woodridge Labs Inc. The
payment of any indemnification obligations of Woodridge Labs Inc is also secured by a pledge of the unregistered
restricted shares.

Sale of Economic Consulting Business

Effective November 28, 2003, we sold substantially all of the assets and certain Jliabilities of our economic
consulting business to FT1 for a total of $129.2 million in cash. All consultants and substantially all support staff of
the economic consulting business became employees of FTL. ‘

The economic consulting business had revenues of $64.7 million (through the sale date) in 2003. Income from
operations of the economic consulting business was $12.5 million (through the sale date) in 2003.

Series A Cumulative Convertible Preferred Stock

On December 14, 2000, Nextera entered into a Note Conversion Agreement with Mounte LLC (Note Con-
version Agreement) to convert debentures into shares of $0.001 par value Series A Cumulative Convertible
Preferred Stock (Series A Preferred Stock). Subsequently, a portién of the Series A Preferred Stock was exchanged
into a debenture. The Series A Preferred Stock currently bears dividends at a 7% rate. Such dividends are payable
quarterly in arrears in cash or, at our option, in additional nonassessable shares of Series A Preferred Stock. To date,
all Series A Preferred Stock dividends have been accrued in the form of additional nonassessable shares. The
principal amount of the outstanding Series A Preferred Stock is. $4.9 million as of December 31, 2005.
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‘ ]
Results of Operations I

The followmg table sets forth our results of operations (excluding discontinued operations) for the year ended
December 31 ;
| 2005 2004 | 2003
! (Dollar amounts in thousands)

Net revehues .......................................... $ — % ——1 $ —
CoSt O BEVENUES . . . . v ottt e e e — —

i

|

Gross profit. .. ... ..o — — ’
Selling, general and administrative expenses. . .. ............... 2,054 2,542, 4,198

1 |

|

Special charges . .. ............ ... — — 1,921
Operatin:ig 0SS . (2,054) (2,542) (6,119
Interest INCOME, MEL. . . o\ vv it 287 1791 —
Other ex}pense ......................................... (188) (51 1):‘ (364)
Loss fro;m continuing operations before income taxes ... ......... (1,955) (2,874) (6,483)
Provision for income taxes. . ............ i 24 — 232
Loss frojm CONtiNUING OPErations ... .. ....evwceeneennnnen .. $(1,979) $(2,874)§ $(6,715)

|
Comparison of the Year Ended December 31, 2005 and the Year Ended December 31, 2004

Selling, |General and Administrative Expenses. Selling, general and administrative expenses decreased
$0.5 million, pr 19.2%, to $2.1 million for the year ended December 31, 2005 from $2.5 million for the year ended
December 31, 2004. The decrease in selling, general and administrative expenses was pnmamly attributed to a
decrease of $O 3 million in insurance expenses due to a softening of the insurance markets and reductions in
coverage, coupled with an insurance refund and a $0.2 million decrease in compensation expense and professional
fees which were attributed to decreases in the number of employees, directors, and outsourced professional
services. We ant1c1pate that selling, general and administrative expenses will significantly increase in 2006 due to
the acqmsmon of the Woodridge business. ;

Interest Jncome, net. During 2005, we generated interest income of $0.3 million from ¢ash invested in
interest bearing accounts at its financial institution which was an increase of $0.1 million from 2004. The increase
was due to hlgher interest rates being earned in 2005 and the elimination of minor interest expense‘ charges in 2005

that existed i 1n 2004. i

1
Other Expense. During 2005, $0.2 million of costs was incurred and paid to third parties, primarily
investment banking fees, in connection with the evaluation of potential business acquisition oppjortunities which
were not pursued. During 2004, we incurred a $0.5 million charge for expenses paid to third pa.rties incurred in
connection with the evaluation of a potential business acquisition which was not pursued. The expenses primarily

consisted of legal consulting, investment banking and accounting expenses. |

Income ‘taxes No federal tax benefit was recorded for 2005 and 2004 due to our uncertaint};} associated with
utilizing ourmet operating losses. We did record de minimis state tax expense in 2005. ;
Companson of the Year Ended December 31, 2004 and the Year Ended December 31, 2003

Sellmg, General and Administrative Expenses. Selling, general and administrative expenses decreased
$1.7 million, 1or 39.4%, to $2.5 million for the year ended December 31, 2004 from $4.2 million for the year ended
December 31, 2003. The decrease is primarily attributable to the following components: a decrease of $0.4 million
of promononal expenses due to the termination of our investor relations firm and public relatlons firm along with
cost savings ‘assomated with the production of our Annual Report; a $0.4 million decrease in Compensanon due to
lower bonuses in 2004, lower fringe benefits costs in 2004, and the resignation of our former |Chief Executive
Officer in February 2003; a $0.5 million decrease in insurance expense due to our lack of t?ngible business
operations in 2004 and a softening of pricing in the insurance market; a $0.2 million decrease in legal and audit
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expenses from 2003, primarily due to a lack of tangible busmess operations; and :a $0.2 million decrease in
depreciation expense and other expenses.

Special Charges. No special charges were recorded by us during 2004. The restjjructuring accruals and their
utilization during 2004 are summarized as follows (in thousands):

y

Balance at o Balance at
December 31, __ Utilized ~ pecember 31,
12003 Non-Cash Cash 2004
Severance/femployment termination ............ $ 77 $— $77 $—
Facilities . . .. ... ... 45 — 45 —
Operating lease obligations . ................. 51 = 51 —
$ 173 $— $173 $—

During the year ended December 31, 2003, we recorded a specml charge of $1 9 rmlhon in connection with the
resignation of our former Chief Executive Officer in the first quarter of 2003. Approxxmately $0.8 million of the
charge related to salary continuance until February 2004 and approximately $1.1 million related to a non-cash
charge for fully vested options, with an exercise price of $2.00 per share, which was previously being expensed over
the anticipated service period. In accordance with the original erﬁployment agreement, our former Chief Executive
Officer will be granted a bonus, if and only if the above mentioned options vested and became exercisable, equal to
the exercise price of the options at the time of the exercise of thé options. The portion of the option exercise price
bonus not expensed at the time of the resignation of our former Chief Executive Officer was required to be expensed
immediately and recorded in equity due to the accelerated vestmg of the options Wh]Ch occurred as a result of the
resignation.

Interest Income, net. During 2004, we generated interest income of $0.2 million from cash invested in
interest bearing accounts at our financial institution. Interest expense for 2003 was allocated to discontinued
operations as the debt related to the interest expense was requireéd to be repaid as part‘of the sale of the economic
consulting business. ‘

Other Expense. During 2004, we incurred a $0.5 million charge for expenses paid to third parties incurred in
connection with the evaluation of a potential business acquisition which was not'pursued. The expenses primarily
consisted of legal, consulting and accounting expenses which were predominately incurred in the fourth quarter of
2004. During 2003, we recorded a valuation allowance for the full amount of a noteé receivable. The total value of the
loan and related allowance was $0.3 million each.

Income taxes. We did notrecord an income tax expense oribeneflt for the year ended December 31, 2004. For
the year ended December 31, 2003, we recorded income tax expense of $0.2 million. The 2003 expense relates to
state and local taxes coupled with an adjustment to the prior year tax receivable. Valuation allowances have been
established at December 31, 2004 and 2003 relating to all deferred tax assets that must be realized through the
generation of taxable income in future periods.

Liquidity and Capital Resources

Consolidated working capital was $14.1 million at Decerﬂber 31, 2005, comparted with working capital of
$16.1 million on December 31, 2004. Included in working capital were cash and cash équivalents of $15.0 million
and $16.7 million at December 31, 2005 and 2004, respectively.

Net cash used in operating activities was $1.9 million for 2005. The primary corhponent of net cash used in
operating activities was the net loss of $1.9 million, with a decrease in prepaid expenses of $0.2 million, primarily
due to collection of tax refunds, being offset by a reduction of $0.1 million in accounts payable and a $0.1 million
gain on the collection of our fully reserved escrow receivable. -

Net cash provided by investing activities was $0.2 million i m 2005 relating to the partial collection of proceeds
relating to the sale of the economic consulting business that were held in escrow. We antlc1pate that our capital
expenditures will modestly increase in 2006. !
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Our prinfnary source of liquidity is our cash and cash equivalents, our cash generated from thejoperations, and
availability under our revolving credit facility entered into on March 9, 2006. We believe that ouricurrent cash on
hand and sources of cash are sufficient to meet all expenditures over the next twelve months. The cash generated by
the operat1onsJ of WLab and borrowed by WLab under the revolving credit facility is subject to restnctlons as to the
amount of funds that may be paid through a dividend to Nextera to pay corporate expenses. We believe that
additional liquidity sources, if necessary, could be obtained by borrowing funds from a third party or raising equity
through a public or private transaction, although these are subject to restrictions under our Cred:it Agreement,

Secured Credlt Facility

Long- “term debt as of March 27,2006 consisted of a senior secured credit agreement, referred1 to in this report
as the Credit Agreement, which included $10 million of fully-drawn term loans and a four-year $5 mﬂhon revolving
credit facility of which $3 million was drawn as of March 27, 2006. Under the Credit Agreement, the term loan and
the revolving 3cred1t facility bear interest at the London Interbank Offered Rate (LIBOR) plus 3. 75{percent or bank
base rate plus 2.5 percent, as selected by WLab, with the rate subject to adjustment after delivery jof our financial
statements for the year ended December 31, 2006, based on our consolidated adjusted leverage ratio. Outstanding
borrowings under the term loan must be repaid in 19 quarterly payments, commencing September 30, 2006. The
repayments in 2006 and 2007 are each in the amount of $250,000, in 2008 $312,500, in 2009 $4‘;B7,500, in 2010
$812,500, wit:h a final payment on March 31, 2011, the maturity date of the term loan, of $2,250,000. The maturity
date for the revolving credit facility is March 31, 2010. The commitment fee on the revolving ¢redit facility is
payable quarterly at a rate of 0.50% of the unused amount of the revolving credit facility per arinum.

The new credit facilities are guaranteed, under a guaranty agreement, by Nextera, WLab and] all of the direct
and indirect \domestlc subsidiaries of WLab and Nextera from time to time (other than Nextera Business
Performance ‘Solutlons Group, Inc., Nextera Canada Co. and Nextera Economics, Inc.), referred \to in this report
as the Sub51d1ary Guarantors. [n addition, the registrant, WLab and the Subsidiary Guarantors are party to a security
agreement and a pledge agreement, which create security and pledge interests with respect to 5ubstant1ally all
present and future property of the registrant, WLab and the Subsidiary Guarantors. ‘
|

Under the Credit Agreement, Nextera and WLab are subject to certain limitations, including limitations on
their ability: ‘to incur additional debt or sell assets, with restrictions on the use of proceeds; to make certain
investments and acquisitions; to grant liens; and to pay dividends and make certain other restncted payments. In
addition, WLab will be required to prepay principal amounts outstanding under certain mrcumstances if it issues
debt or equlty, sells assets or property, receives certain extraordinary receipts or generates excess cash flow. The
Credit Agreement also contains certain restrictive financial covenants, including minimum consohdated EBITDA,
maximum consohdated leverage ratio, minimum fixed charge coverage ratio, maximum consohdated capital

expenditures ! ‘and maximum corporate overhead. !
|

Upon the occurrence of certain events of default, WLab’s obligations under the Credit Aglljeement may be
accelerated and the lending commitments terminated. Such events of default include, but are not limited to: (i) the
failure of WLab to pay principal or interest when due, (ii) WLab’s breach or failure to perform any of the covenants
or obligationé set forth in the Credit Agreement, which for certain covenants and obligations is subject to a 30-day
cure period, (111) the acceleration of certain other indebtedness of WLab, (iv) a filing of a petition in bankruptcy by
WLab, (v) the entry of a judgment or a court order against WLab in excess of certain specified dbllar thresholds,
(vi) areduction below certain levels in the ownership or economic interests of our existing 51gn1ﬁcant stockholders
in the aggregate or (vii) Mr. Millin ceasing to be a member of Nextera’s board of directors or the chief executive
officer of WLab prior to March 9, 2010, except for certain specified reasons. i
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Certain Contractual Obligations, Commitments and Contmgenc1es

The following summarizes our significant contractual obhgatlons and comrmtments at December 31, 2005 that
impact its liquidity. This table excludes the senior secured credit facilities entered ‘into on March 9, 2006, see
“Liquidity and Capital Resources — Secured Credit Facility” ‘}‘above. This table also excludes the obligation of
WLab to pay up to $2.5 million to Woodridge Labs, Inc. in connection with the Transaction if WLab’s EBITDA for
the period from March 9, 2006 through December 31, 2006 exceeds $4.2 million.

Payments Due by Period

Contractual Obligations Total Less Than 1 Year 1-3 Years  4-5 Years After 5 Years
‘ (In thousands)

Long-term debt(1) .............. $728 $337 $178 $213 $—

Operating leases. . .. ............ 27 26 1 — =

Total contractual obligations . . . . . . . $755 $363 $179 $213 $—

(1) Represents an unsecured note issued by a predecessor of a:subsidiary of Nextera Enterprises, Inc., which has
ceased operations. Nextera Enterprises, Inc. has advised the noteholder of its posmon that it is not obligated to
any liabilities under the note. ‘

We have no other material commitments. 1‘
I

Off Balance Sheet Arrangements

We have not entered into any off-balance sheet transactions, arrangements or obhganons (including contingent
obligations) that have, or are reasonably likely to have, a material effect on our financial condition, changes in
financial conditton, revenues or expenses, results of operations, liquidity, capital expendltures or capital resources.

New Accounting Standards

Please refer to Note 2 of the Notes to Consolidated Financial Statements for a discussion of new accounting
pronouncements and the potential impact to our consolidated results of operations and consolidated financial
position.

Critical Accounting Policies

Our significant accounting policies are described in Note 2 to the Consolidated Financial Statements. Qur
discussion and analysis of our financial condition and results; of operations are based upon our consolidated
financial statements, which have been prepared in accordance thh U.S. generally accepted accounting principles.
The preparation of these financial statements requires us to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses, and related: disclosure of contingent assets and liabilities. On
an on-going basis, we evaluate our estimates, including those related to the realizability of outstanding accounts
receivable and deferred tax assets. We base our estimates on historical experience and on various other assumptions
that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Results may differ
from these estimates under different assumptions or conditions.

We have identified the following critical accounting policy based on significant judgments and estimates used
in determining the amounts reported in our consolidated financial statements and have discussed the development
and selection of such critical accounting policies with the Audit Committee of the Board of Directors.

Deferred tax assets.  As of December 31, 2005, we had net operating losses of approximately $53.0 million
that begin to expire in 2021, for which a 100% valuation allowance has been recorded. The realization of these
assets is based upon estimates of future taxable income. A full valuation allowance against the net operating loss
carryforwards, along with all other deferred tax assets, has been established to reflect the uncertainty of the
recoverability of this asset. The valuation allowance will be reviewed periodically to determine its appropriateness.
The utilization of this asset in the future is dependent upon our having U.S. federal taxable income. Prior to the
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Transaction, we had no operations and did not generate any U.S. taxable income to utilize the netj operating loss
carryforwards. Even after the Transaction, there can be no assurance that we will be able to generate taxable income.
Furthermore, the likelihood of an annual limitation on our ability to utilize the net operating loss carryforwards to
offset future U.S. federal taxable income is increased by (1) the issuance of certain convertible ﬁreferred stock,
options, warrants, or other securities exercisable for common stock, (2) changes in the equity ownership occurring
in the last three years and (3) potential future changes in the equity ownership. The amount of an aﬂnual limitation
can vary significantly based on factors existing at the date of an ownership change. A substantial p(;)rtion of the net
operating loss has been used to offset our U.S. federal tax liability, other than alternative minimum tax, generated by

the sale of thé economic consulting business.
{

'; i

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate,“ Risk |

Prior to March 9, 2006, we were not exposed to changes in interest rates as we had no bmj’rowings. As of
March 9, 2006, we had $13.0 million in floating rate debt under our Credit Agreement. Changes 1n interest rates
would not significantly affect the fair value of our outstanding indebtedness. As of March 27, 2006, |the interest rate
for $5.0 million of our term loans was six month LIBOR, for an additional $5 million of our term loans was three
month LIBOR, and for our current revolving credit borrowings of $3.0 million was one month LIBOR. Assuming
the outstandin“g balance on our floating rate indebtedness remains constant over a year, a 100 basis point increase in
the interest rate would decrease pre-tax income and cash flow by approximately $0.13 million.

)

|
Foreign Currency Risk |
| |
1 . . | . .
We are not currently exposed to foreign currency risk because we do not currently have material business
operations in foreign countries and related sales and expenses.

1
1

f
1
Il
i

i
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
Nextera Enterprises, Inc.

We have audited the accompanying consolidated balance sheets of Nextera Enterprises, Inc. (the “Company’’)
as of December 31, 2005 and 2004, and the related consolidated statements of opefations, stockholders’ equity and
cash flows for each of the three years in the period ended December 31, 2005. These financial statements are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these financial
statements based on our audits. ‘

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company’s internal control over financial reporting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentatlon We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Nextera Enterprises, Inc. at December 31, 2005 and 2004, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2003, in
conformity with U.S. generally accepted accounting principles.

/s/ ERNST & YOUNG LLP
Boston, Massachusetts
January 11, 2006, except for the second paragraph

of Note 1 and Note 16 as to which the date
is March 9, 2006
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Nextera Enterprises, Inc. 5

Consolidated Balance Sheets 1
{ (Dollar amounts in thousands, except share data)

! ]jecember 31,

! 2005 2004
Assets 3 !
Current asséts: /
Cash and/ cash EQUIVAIEIS . . o ottt e $ 15043 $ 16,713
Prepaid e}xpenses and other CUrrent asselS. .. ... v vv it ;128 474
Total CUITENT GSSELS . . . .« .o oo\ e et e e e e 15,171 17,187
Property anfd EQUIPIENL, Tt . . o o ot e ' 22 39
Other asseté ...................................................... 142 —
Total assets‘; ....................................................... 3 15,?235 $ 17,226
Liabilities and Stockholders’ Equity ?
Current liabilities: j
Accounts payable and accrued eXpenses . ... ... ... $ f748 $ 843
Current portion of long-term debt. . .......... ... .. .. ..o 1‘337 258
Total curreht liabilities. . ... ... . 1J085 1,101
Long-term e T ?391 470
Other long%term labilities . .. ... .. . 1400 400
Commitmqhts and contingencies (Notes 9and 15) . ......... ... .. ... ... ..... [p— —
Stockholders’ equity: ‘
Preferred Stock, $0.001 par value, 10,000,000 shares authorized, 600,000
authorized shares designated Series A, 48,906 and 45,619 Series A shares {
issued and outstanding at December 31, 2005 and 2004, respectively. .. ...... 4!,890 4,562
Class AfCommon Stock, $0.001 par value, 95,000,000 shares authorized, 1
30,025,441 shares issued and outstanding . .. ... ....... ... ... ... ... 130 30
Class BfCommon Stock, $0.001 par value, 4,300,000 shares authorized, |
3,8441200 shares issued and outstanding . .. ......... ... . e |4 4
Additional paid-in capital. . .. ... oo o 16ﬂ,130 161,453
Retainec}l deficit . . oo (152j,695) (150,794)
Accumulated other comprehensive 10SS. . . .. ... oottt i e —
Total stocl%holders’ EQUILY .« o ot e 13‘3,359 15,255
Total 1iabihities and stockholders’ equity. .. ....... .. ... . .. $ 15,235 $ 17,226
‘ 1
J
! !
J 1
1
| |
|

|
|
The accompanying notes are an integral part of these financial statements|
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Nextera Enterprises, Inc.

Consolidated Statements of Operations
(Amounts in thousands, except per share amounts)

Year Ended December 31,

- 2008 2004 2003

NELTEVENULS « . v vttt e e et et e e e i l .......... $ — $ — & —
Cost Of TEVENUES . . . . o ot e — —_ —
Gross profit . . .. .. e — — —
Selling, general and administrative eXpenses . . . .. ..ot vt 2,054 2,542 4,198
Special charges .. ... O — — 1,921
Operating loss . .. .. . (2,054) (2,542) 6,119)
Interest INCOME, NEL . . . . ...t e 287 179 —
Otherexpense .......... ... . .. ... e (188) 51D (364)
Loss from continuing operations before income taxes .. ... ... .......... (1,955) (2,874) (6,483)
Provision fOr inCome taxes . . ... ... v v ittt 24 — 232
Loss from continuing Operations. . . ... .....c..uutvitinn e, . (1,979) (2,874) (6,715)
Income from discontinued operations, net of tax . . .......... EERTEERR 78 525 11,202
Net inCOme (0SS). . . -+ . oo\ oe oo e (1901)  (2,349) 4,487
Preferred stock dividends . . ... ....... . ... . ... .. ...... . (328) (307) (292)
Net income (loss) applicable to common stockholders. .. ... .. e $(2,229) $(2,656) $ 4,195
Net income (loss) per common share, basic and diluted

Continuing Operations. .. .. ......... v, .. [P, $ (O.Q7) $ (0.09) §$ (0.21)

Discontinued Operations ... ..............c.ouian.... Cee 0.00 0.02 0.33
Net income (loss) per common share, basic and diluted. ... ... e $ (0.0“7) $ (0.08) $ 0.12
Weighted average common shares outstanding, basic and diluted ......... 33,870 33,870 33,912

The accompanying notes are an integral part ofthese financial statements.

25



"SJUSWIONEIS [erouRUl} 9soy) Jo Wed [eiSaur ue are sojou Juiuedwiooor ay],

6S€°CI$ — % (569TSD$  0£1°1918  068F$ v$ 0cs$
I - _ c _— _ -
= - — (82¢) 8¢ — —
106'D$
(106'D$ (106°'1) — (106°1) — — — —
§6TSI1 — (#6L°0S1)  €SP'191 798y 4 0g
< _ - C _ - _
— — — (L0¢) LOE — —
(€e1'D)$
¢ € € — — — — —
1T €17 €1z — — — — —
(S ZAL (6v£D) — (6¥£7) — — — —
€8€°L1 12 (SyH'8F1)  SSLM191 5SSt v 0f
— — — (260 76C — —
(z6L) — — (o6L) — — @)
8L — — 8L — — —
98ty $
2 ¢ — — — — —
© © ©) — — — — —
L8Y'Y § L8P — L8P — — — —
LO6T1$ ©€10% (Ze6TSD$  SSO'T91$ £96'€$ v$ €
SSO'| by (sso'f) awoduf iy 1enden Po)S - }90)S UOWIWO)) YOOI UOWIULO))
arswapPadwio)  SPOY  darswyaaduio)  pou)oy ur-preg LGRREIENH ¢ 4 ssep) V sse)
%10, -yoo1s IO feuonippy  JjgnIdAuo0)
e e L [B)OY, _ pAEIMWINDDY sagEpIUN))
a T lﬂ‘w\&.‘.’u‘m{ T T T ST s e s o

........................... YOOIS possdjald

e N_SOLRS UO S3TRYS /QT¢ JO PUIPIAID dALR[NWINY

.................... mwo_ ®>_mﬁU£GhQEOQ —Ngoyﬁ_

.................................. $80] 19N
.................. $OOT “1€ Joquiaoac] ¢ soueleq

........................... YO0IS PoLIRJaId
VY SOLIDS UO $dIBYS GOO‘C JO PUIPIAIP 2aRB[NUIND)
.................... $so| aatsuaya1duios 0],

.................. (sjudunsn(pe uoneIIJISSE[IDI
JO 19U) SIUDUNSIAUT uTead uo uteg Suipjoy pazijeaiun
............ jusunsnipe vone[suen Adusund usAI0g
.................................. $50] 1N
.................. €002 ‘1€ Jquada(] e aduejeq

........................... FOOIS POLIDJRIY
4/ SALIAG UO SAIBYS $76°7 JO PUSPIAIP SALRINILND)

UOWWOY)  SSB[D) JO Sareys ¢7R‘$8Y | JO Jopuoung
................... %:>ﬁom JuelEm pue COEQO
.................. JwoduT aarsuaydsdwod [v10],

.................. (sjuaunsnlpe woneIIJISSe[II
4O 19U) SIUDWISAAUL UTBLID U0 urteS Juipjoy pazijeaiun
............ juaunsnipe uonefsuen Aouaund ugialog
............................... awoout JON
.................... MOON n— \A.—.mw—n—:.mw—n dﬂw QU;.—N—ﬂm
(spuesnoy)} ut sjunoure Iejjoc])

ALINOA SHYIATOHMADOLS 40 SINANALVLS QALVAI'TOSNOD

ONI SASTHAAAINT VIALXAN

26




Nextera Enterprises, Inc,

Consolidated Statements-of Cash Flows
(Dollar amounts in thousands)

" Year Ended December 31
2005 2004 2003

Operating activities ‘
Netincome (10SS) . .. oottt e e [, $(1,901) $(2,349) $ 4,487

Adjustments to reconcile net income (loss) to net cash provided by (used
in) operating activities:

Depreciation and amortization. . . . .......... i 17 15 9,134
Write-off of investments . .. ......... ... ... ... ... e ‘ — — 364
Write-off of fixed assets . .......... ... ... .. ... ..., T — — 48
Gain on sale of business unit. . .. ................... e 131 — (14,212)
Provision for doubtful accounts. . . ... ... ... . . — —_ 1,251
Non-cash interest paid inkind. . .. ... .. ... .. ... e — _ 4,495
Non-cash compensation charges ..................... DU — — 1,134
Non-cash,other ........... .. .. ... . . . i iiiiin... e 5 5 (78)
Change in operating assets and liabilities: ; ‘
Accounts receivable .. ...... ... ... . .. .. e — 748 (3,411)
Prepaid expenses and other current assets .. .................... ©198 530 (1,646)
Accounts payable and accrued expenses. . ............ e {95) (3,333) 2,444
RESIUCIULING COSTS .« . v vt vt e vt et et e e e e e e -—— (173) (967)
Other ... . e == — (2,568)
Net cash provided by (used in) operating activities ................... ( 1,907) (4,557) 475
Investing activities |
Purchase of property and equipment .. .. ................. e -~ 47 (1,070)
Proceeds from sale of business . . . . ........ ... .. ... .... DR 237 1,193 127,700
Payments for non-compete agreements . . ............. ... — — (31,480)
Changes inrestricted cash . .......... ... ... ... ......... R — — 2,650
Net cash provided by investing activities. . ................ e 237 1,146 97,800
Financing activities .
Net repayments under senior credit facility .. ........... ... ... ... .. — — (27,200)
Repayments of debentures due to affiliates . . ....................... - — (52,243)
Repayments of long-term debt and capital lease obligations. ... ......... P — (314)
Net cash used in financing activities . . ... ... ...ttt — — (79.757)
Net increase (decrease) in cash and cash equivalents .. ....... ... ... ... (1,670) (3,411) 18,518
Cash and cash equivalents at beginning of year . .. ........... P 16,713, 20,124 1,606
Cash and cash equivalents atend of year. .. ............. ... e $15,043 ‘ $16,713  § 20,124
Supplemental disclosure of cash flow information: ‘ ‘
Cash paid during the year for interest . . ......................... § — § — 3 1947
Cash paid during the year for taxes . ... ................. e § —  $1340 $ 75
Gain on sale held inescrow ....... .. ... ... ... ... oL $ — % — % 1,500

The accompanying notes are an integral part of these financial statements.
|
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NEXTERA ENTERPRISES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS )
December 31, 2005 f

1. Nature of Business

! |
On November 28, 2003, Nextera Enterprises, Inc. (Nextera or the Company), and its dire¢t and indirect
subsidiaries, Lexecon Inc., CE Acquisition Corp. and ERG Acquisition Corp., sold substantially eill of the assets
Lexecon and its subsidiaries used in their economic consulting business to FTI Consulting, Inc. and/LI Acquisition
Company, LLC, a wholly owned subsidiary of FTI. As of December 31, 2005 and 2004, Nextera hiad no business
operations. The results of operations for the year ended December 31, 2003 have been presented to reﬂect the results
of operanons lof Nextera’s consulting businesses as discontinued operations.

On Margh 9, 2006, Nextera, through its wholly owned subsidiary W Lab Acquisition Cbrp., or WLab,
completed the purchase of substantially all of the assets of Woodridge Labs, Inc. (Woodndge)J Subsequent to
March 9, 2006, the Woodridge business comprises Nextera’s sole operating business. Woodridge 15’ an independent
developer and marketer of branded consumer products that offer simple, effective solutions to mche personal care
needs. Further discussion of the Woodridge transaction is included in Note 16. :

MountefLLC (successor to Krest, LLC, Knowledge Universe L.L.C and Knowledge Univers@i Inc.) controls a
majority of the voting power of the Company’s equity securities through its ownership of the Company s Class A
Common Stock Class B Common Stock and Series A Cumulative Preferred Stock.

{

2. Signiﬁc?nt Accounting Policies i

Principles of Consolidation |
i J
The consohdated financial statements include the accounts of the Company and its subsidiaries. Significant
mtercompany accounts and transactions have been eliminated in consolidation. !

i
{
y

1
Use of Estimates
; !

The preparation of financial statements in conformity with U.S. generally accepted accéuming principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reported period. Actual resuits could differ from those estimates.

{ '
Revenué Recognition \
. 1‘

Prior} to the sale of Nextera’s economic consulting business, the Company derived its revenues from consulting
services pr1mar11y under time and materials billing arrangements, and to a much lesser extent, under capped-fee and
fixed-price billing arrangements. Under time and materials arrangements, revenues were recognized as the services
were provided. Revenues on fixed- price and capped-fee contracts were recognized usingJ the percentage of
completion method of accounting and were adjusted for the cumulative impact of any rev151on in estimates.

Net revenues also included reimbursable expenses charged to clients. |

é

Cash and cash equivalents consist of cash on hand, demand deposit accounts, and commermal paper. The
Company considers all highly liquid investments with a maturity of three months or less when purchased to be cash
equxvalents Cash equivalents are stated at cost, which approximates market value. |

i
1

Cash dnd Cash Equivalents
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NEXTERA ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Property and Equipment

Property and equipment are stated at cost. Depreciation is provided using the straight-line method over the
estimated useful lives of the assets as follows:

Furniture and fiXtures . . . . ... .. e 5-7 years
Equipment . ... ... . e T 3-5 years
Software .. ... .. e 3 years

Leasehold improvements are amortized over the lesser of the lease term or the useful life of the property.

The Company reviews its long-lived assets for impairment whenever events Or changes in circumstances
indicate that the carrying amount of these assets may not be fully recoverable. The assessment of possible
impairment is based on the Company’s ability to recover the carrying value of the asset based on the Company’s
estimated undiscounted cash flows.

Financial Instruments

The carrying value of financial instruments such as cash equivalents, accounts receivable, accounts payable
and accrued expenses approximate their fair values based on the short-term maturities of these instruments.

Basic and Diluted Earnings Per Common Share

The Company presents two earnings per share amounts, basic earnings per common share and diluted earnings
per common share. Basic earnings per common share includes only the weighted average shares outstanding and
excludes any dilutive effects of options, warrants and convertible securities. The dilutive effects of options, warrants
and convertible securities are added to the weighted average shares outstanding in computing diluted earnings per
common share. For the years ended December 31, 2005, 2004 ,and 2003, basic and diluted earnings per common
share are the same due to the antidilutive effect of potential common shares outstanding.

Income Taxes

Deferred income taxes are provided for temporary differences between the financial reporting and the tax
bases of assets and liabilities and are measured using enacted income taxes and laws that will be in effect when
temporary differences are expected to reverse.

Stock-Based Compensation and Other Equity Instruments.

The Company has adopted the disclosure standards of Statement of Financial Accounting Standards No. 148,
“Stock-Based Compensation — Transition and Disclosure- an amendment of FASB Statement No 1237 (SFAS 148).
SFAS 148 amends Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Com-
pensation” (SFAS 123) to provide alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based compensation and also amends the disclosure requirements of SFAS 123 to
require prominent disclosures in both annual and interim financial statements about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results.

As allowed under SFAS 123 and SFAS 148, the Company has elected to follow Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25) and related Interpretations in accounting for
its employee stock options. Under APB 25, if the exercise price of the Company’s employee stock options equals or
exceeds the market price of the underlying stock on the date of grant, no compensation expense is recognized.
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|
i

If the Company had adopted the optional recognition provisions of SFAS 123, as amended by SFAS 148, for its
stock option p]ans net income (loss) and net income (loss) per common share would have been changed to the pro

forma amounts‘ indicated below: |
; Year Ended Decemﬁer 31,
? 2005 2004 ¢ 2003

(Dollar amounts in thjousands,
except per share qata)

1

Net incorne (loss):

e $(1.901) $(2,349) $4,487
R (T $(2.080)  $(2,606)| $6,174
Net income (loss) per diluted common share: "

ASTEPOIEd . .o\ oottt e $ (0.07) $ (0.08) $0.12
PO FOMME. . . ...\t tet e $(0.07) $ (. 09)1 $ 0.18

As recommended by SFAS No. 123, the fair values of options were estimated using the Black- Scholes option

pricing model assuming the following assumptions: |
{
Year Ended December 31,

: 2005 2004] 2003
Risk-free ANMEreSt Iales . .. ... ... ooeueeteee e 3.50% 3.25% 4.70%
Expected [iVes (YEAIS). . .. ... vvutt i 4 3 3
Expected VOLAtility . .. ..\ .. it 80%  83% 122%
DIvidend Tate . . . .. ..o oot 0% 0% 0%

‘ i
t i
Recently Iss]‘ued Accounting Pronouncements ]

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 153 (SFAS 153), “Exchanges of Nonmonetary Assets, an amendment of APB Opinion
No. 29, Accounlmg for Nonmonetary Transactions”. SFAS 153 addresses the measurement of{ exchanges of
nonmonetary dssets and redefines the scope of transactions that should be measured based on the fa1r value of the
assets exchanged SFAS 153 is effective for nonmonetary asset exchanges beginning in the second quarter of fiscal
2006. The Company does not believe adoption of SFAS 153 will have a material effect on its ﬂnanc1al position,
results of operations or cash flows. 5

On June 7 2005, the FASB issued Statement of Financial Accounting Standards No. 154 (SFAS 154),
“Accounting Changes and Error Corrections, a replacement of APB Opinion No. 20, Accountmg! Changes, and
SFAS 3, Reporting Accounting Changes in Interim Financial Statements”. SFAS 154 changes the requirements for
the accountmg for and reporting of a change in accounting principle. Previously, most voluntdry changes in
accounting pr1n01ples required recognition via a cumulative effect adjustment within net income of the period of the
change. SFAS ‘154 requires retrospective application to prior periods’ financial statements, unless it is impracticable
to determine elther the period-specific effect or the cumulative effect of the change. SFAS 154 i 1s effective for
accounting changes made in fiscal years beginning after December 15, 2005; however, the Statqment does not
change the transition provisions of any existing accounting pronouncements. The Company does not believe

|
adoption of SFAS 154 will have a material effect on its financial position, result of operations or cash flows.
|

In December of 2004, The Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 123 (revised 2004), “Share Based Payment” (SFAS 123R) which revises/ SFAS 123 and
supersedes APB 25. SFAS 123R requires that all share-based payments to employees, including grarts of employee
stock options, be recognized in the financial statements based on their fair value. SFAS 123R will chome effective
for the Company on January 1, 2006 and the Company plans to use the modified-prospective transition method. The
pro forma dlsclosures previously permitted under SFAS 123 will no longer be an alternative to financial statement

30 |
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NEXTERA ENTERPkISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

recognition. The cost will be recognized in the financial statements over the period during which the employee is
required to provide the service. The Company anticipates, that the adoption of SFAS No. 123R will result in an
increase in compensation expense of approximately $0.2 million for the year endmg December 31, 2006. To the
extent that share-based payments by the Company increase from current levels, the impact on the statement of
operations or earnings per share could be materially affected.

3. Discontinued Operations ‘ ,

During 2005 and 2004, the Company recognized income: from discontinued operatlons of $0.1 million and
$0.5 million, respectively. The 2005 income related to adjustments to established reserves less miscellaneous
expenses relating to unassumed liabilities and the 2004 income related to income! taxes‘)refunded and adjustments to
established reserves less miscellaneous expenses relating to unassumed liabilities. |

On November 28, 2003, Nextera and its direct and 1nd1rect subsidiaries, Lexecon Inc., CE Acquisition Corp.
and ERG Acquisition Corp., sold substantially all of the assets Lexecon and its sub51d1anes used in their economic
consulting business to FTI. Accordingly, ail consulting operattons of the Company have been recorded as
discontinued operations in the accompanying financial statements ‘

FTI paid cash in the amount of $129.2 million, plus addmonal con51derat10n mcludmo the assumption of
certain operating liabilities, in exchange for the Lexecon assets. A gain of $14.2 nulhon net of $1.6 million of taxes,
was recognized on the sale. Included within the gain is $1.5 million of sale proceeds which was placed in escrow
pending a final review of the adequacy of the allowance for doubtful accounts receivable acquired by FTI. As of
December 31, 2005, all of the escrow except $0.1 million has been collected.

Revenues and pre-tax income from discontinued operations for the year ended December 31, 2003 were
$64.7 million and $12.8 million, respectively. Included within discontinued operations is interest expense of
$7.5 million for the year ended December 31, 2003. Interest expense has been allocated to discontinued operations
as the debt related to the interest expense was required to be repald as part of the sale of the economic consulting
business. ‘

4. Property and Equipment

Property and equipment consists of the following:
December 31,

‘ (In thousands)

EQUIPIMENT . . . oottt $37 $37
Software . . . ... 7 7
Furniture and fiXIUIes . ... ..ottt 8 8
52 52

Less: accumulated depreciation .. ................... e S 30 13
Property and equipment, net .. ..................... e Lo 822 $39
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5. Accounts Payable and Accrued Expenses
Accounts jpayable and accrued expenses consist of the following: |
Decfember 31,

i
H

| 2005 2004

; (In t;housands)
Trade accounts payable . ............. ... $196  $304
Accrued payroll and COMPENSAON . .« . v vttt et e et et 85 —
Accrued :legal, audit and annual report CoStS . ... .. .. i 179 207
Lease setflement Hability . . . . ..o oo ettt e e -+ 113
ACCTUEA ANEEIESE. + . .+ v et e e et et et e 206 206
0 O P __gg 13

| $748  $843

6. Financing Arrangements

At December 31, long-term debt consists of the following: :
Ddcember 31,

2005 2004
(In thousands)

Unsecured note issued by a predecessor of a subsidiary of Nextera Enterprises, Inc.
The face of the note provides for annual payments of $120,000 through May j
2010 ‘subject to the terms and conditions therein. Interest imputed annually at ‘

BITLY -+ e vt 5708 $728

j 7&8 728

Less: cénent POTHOM . . ettt e _3?3_7 258
Long-tqﬁ debt L. §_§i_1 §4_7_(2

!

(1) The unsécured note was issued by a predecessor subsidiary of Nextera Enterprises, Inc., which has ceased
operatlons It is the Company’s position, of which it has advised the noteholder, that it is not] obligated to any

hab1lmes under the note.

i

Annual maturities of long-term debt for the years ending after December 31, 2005 are as fo]loWs (in thousands):

2006 - o . 8337
|

2007 26
T S 92
2000 | AT
2000 1 oo !
| i1t
| i $728

é

;
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7. Income Taxes

The provision for income taxes consists of the following (excluding a $0.1 million tax benefit relating to
discontinued operations in 2004 and $1.6 million of federal and state tax expense allocated to discontinued
operations in 2003): ‘

" Year Ended December 31,

2005 2004 2003
(In thousands)

Current:
Federal. . . ... .. ‘ $— $— $ —
St . . e 24 — 232
Foreign .................................... e ‘ e _— i
Total current tax provision ...................... P + 24 — 232
Deferred: ‘
Federal. . . ... . — — —
Sl . e e — _— e
Total deferred tax provision . .................... e L= = -
Total tax provision . ............... ... i L. 824 $—  $232
The reconciliation of the consolidated effective tax rate of the Company is as follows:
Year Ended December 31,
‘ 2005 2004 2003
Tax (benefit) at statutory rate . . ... ... e BhH% (GHH (BH%
State taxes (benefit), net of federal benefit .......... T . (6) 6) 4
Other. .. ... e 1 — —
Valuation allowance adjustments primarily net operatmg losses utilized in
2003, not benefited in 2005and 2004 . . .. .. ... .. Lo oL - 40 40 34
Income tax provision . ............... ... ... 1% —% 4%

Significant components of the Company’s deferred tax assets are as follows:

December 31,
2005 2004
(In thousands)

Deferred tax assets:

RESEIVES . . oo $ 28 % 38
Other accrued liabilities . . ......... ... ... . . . i R 528 520
Depreciation and other . ........................ P S 508 415
AMT Credit ... ooveo oo P 1,060 1,060
Loss carryforwards . ... ... ... .. .o P 21,373 20,684
Deferred tax assets . . .. .. ..ot K 23,497 22,767
Valuation alloWaNCe . . . ..o vt ettt bo(23,497) (22,767)

$ — 3 —
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i
Valuationallowances relate to uncertainties surrounding the realization of tax loss carryforwa%ds and the tax
benefit attributflble to certain tax assets of the Company. The valuation allowance represents a reserve against all
deferred tax assets that must be realized through the generation of taxable income in future periods.
| |

At Decerrrber 31, 2005, the Company had tax net operating loss carryforwards of approximately $53.0 million
that begin to expire in 2021. The Company believes that the loss carryforwards are not subject to annfual limitations
under IRC section 382. If such limitations were deemed to exist, the Company’s ability to utilize the|carryforwards
to their fullestjextent would be limited and may adversely affect future net income and cash ﬂowis.

8. Related Phrty Transactions

The law | firm of Maron & Sandler has served as Nextera’s general counsel since 11ts inception.
Richard V. Sandler who currently serves as Chairman of the Board of Directors of the Company and who
previously served as Vice-Chairman of the Board of Directors from February 2003 to December 2003, and Stanley
E. Maron, a dlrector and secretary of the Company, are partners of Maron & Sandler. In 2005, 2604 and 2003,
Maron & Sandler billed Nextera approximately $0.03 million, $0.1 million, and $0.2 million, respecgrvely, for legal
services rende"red to the Company. Since Mr. Sandler became Vice-Chairman and subsequently Chairman of
Nextera, Maron & Sandler has not charged the Company for the time that Mr. Sandler spends on Nextera matters.
9. Leases

The Company leases its corporate office under an operating lease that expires in 2006. Rent expense for
continuing operations was $0.1 million in 2005, 2004 and 2003. The Company has an operating lease in Toronto,
Canada which fit subleases through the October 2008 lease expiration. Total aggregate obligations|relating to the
space in Canada approximate $0.9 million. j

10. Stockhoiders’ Equity
Class A and‘i Class B Common Stock !

At Decerriber 31, 2005, the Company had 30,025,441 shares of Class A Common Stock and 3,844,200 shares
of Class B Common Stock outstanding. The Class B Common Stock has the same economic charadtenstlcs as the
Class A Common Stock, except that each share of Class B Common entitles the holder to ten votes per share of
Class B Common Stock. Each share of Class B Common Stock can be converted by the holder 1nto one share of
Class A Common Stock. J

f

Series A Cumulative Convertible Preferred Stock

On December 14, 2000, the Company entered into a Note Conversion Agreement with Mounte LLC whereas
Mounte LLC converted certain debentures into-shares of $0.001 par value Series A Cumulative Convertible
Preferred Stock (Series A Preferred Stock). The Series A Preferred Stock currently bears d1v1dends at a 7% rate.
Such dividends are payable quarterly in arrears in cash or, at the option of the Company, in addmonaﬂ nonassessable
shares of SerJes A Preferred Stock. i

The Serlels A Preferred Stock carries a liquidation preference equal to $100 per share and is convertrble into
Class A Common Stock at the option of the holder. The Series A Preferred Stock is convertible at a price equal to
$0.6875 per share. Each holder of Series A Preferred Stock is entitled to vote on matters presented to stockholders
on an as converted basis. Holders of our Series A Preferred Stock are entitled to 145 votes per share (which equals
the number of whole shares of Class A Common Stock into which one share of Series A Preferred Stock is
convertible) oﬂ] all matters to be voted upon for each share of Series A Preferred Stock held. !

|

Beginning on December 14, 2004, in the event that the average closing price of the Company s Class A

Common Stock for the 30 days prior to the redemption is at least $1.0313, the Series A Preferred Stock may be
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redeemed at the option of the Company at a price equal to $106 per share plus accrued unpaid dividends through
December 14, 2005. Each year thereafter, the redemption price will decrease $1 per share until December 14, 2010,
at which point the redemption price will be fixed at $100 per share plus accrued unpaid dividends.

Employee Equity Participation Plans

The Company has granted options principally under two stock option plans adopted in 1998 and 1999. Options
granted under these plans have up to a 10-year life and vest principally over three: to five-year periods, with certain
options subject to acceleration upon certain conditions. The exercise price of options éranted is generally equal to
the fair market value of the Company’s Class A common stock on the date of grant. As of December 31, 2005, the
Company had reserved 43.5 million shares of common stock for future issuancé under the stock option plans, of
which 32.7 million were available for future grants.

2005 2004 2003

Weighted-Average Weighted-Average | Weighted-Average

Stock Options Shares Exercise Price. Shares Exercise Price Shares Exercise Price
Outstanding at

beginning of ‘

year. . ......... 5,252,267 $1.88 18,720,661 $3.28 20,748,198 $3.52
Granted. . ........ 150,000 0.43 525,000 0.42 1,100,000 0.45
Exercised ........ — — — — : — —
Forfeited . . .. ... .. — — (13,993,394) 3.70 (3,127,537) 3.88
Qutstanding at end of

year. . ......... 5,402,267 $1.84 5,252,267 $1.88 18,720,661 $3.28
Options exercisable

atend of year. ... 4,609,475 $2.08 4,108,288 $2.28 12,911,994 $3.75
Weighted average

fair value of

options granted

during the year ... $ 0.26 $ 0.21 ‘ $ 0.33

A summary of information about stock options outstanding as of December 31“‘, 2005 is as follows:
Options Outstanding - Options Exercisable
Weighted-Average
Number Remaining : Number
Outstanding at Contractual Weighted-Average Exercisable at Weighted-Average
Range of Exercise Prices  December 31, 2005 Life (Years) Exercise Price December 31, 2005 Exercise Price
$038-$ 1.00....... 2,140,000 7.4 | $0.47 1,347,208 $0.48
$101-$300....... 2,947,267 4.8 ‘ 1.97 2,947,267 1.97
$3.01 - $11.00 . .... .. 315,000 39 9.94 315,000 9.94
5,402,267 $1.84 4,609,475 $2.08

|
|
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11. Basic amd Diluted Earnings Per Common Share

The followmg table sets forth the reconciliation of the numerator and denominator of the net mcome (loss) per
common share computation:

i
!

1‘ Year Ended December 31,
: 2005 2004 1 2003

(Amounts in thousands, except
- per share data)

Numerator:

Loss fror“n continuing operations . ......... e $(1,979) $(2,874) ‘ $(6,715)
Preferred dividends . ......... .. (328) (307) (292)
Loss from continuing operations applicable to common : :
stockholders ........................................ (2,307) (3,181)1  (7,007)
Income ﬁrom discontinued operations . . . ....... ... .. 78 525 1 11,202
Net inco{ne (loss) applicable to common stockholders. . . ........ $(2,229) $(2, 656): $ 4,195
Denomililator: ]
Weighted average common shares outstanding, basic and diluted. .. 33,870 33,870 . 33,912
Net income (loss) per common share, basic and diluted
Loss from continuing operations. . . ...................... $ (0.07) $ (0.09! $ (0.21)
Income from discontinued operations . .................... 0.00 0.02 0.33
Net incofne (loss) per common share, basic and diluted . ...... .. $ (0.07) $ (0.08) ; $ 0.12
1

In 2005, i004 and 2003, the Company had 6,842,000, 6,774,000 and 7,210,000 of common std‘ck equivalents,
consisting of stock options, warrants and convertible preferred stock, which were not included in the | computatlon of
earnings per share because they were antidilutive.

Due to roundmg differences, the 2004 net income (loss) per share does not equal the sum of ne‘t income (loss)
per common share from continuing operations and net income (loss) per common share fI‘OH}l discontinued

operations. |

12. Retirem%ent Savings Plans

i
+
i

The Company and certain of its subsidiaries sponsor retirement savings plans under the Internal{Revenue Code
for the beneﬁt‘of all of their employees meeting certain minimum service requirements. Eligible employees may
elect to contnbute to the retirement plans subject to limitations established by the Internal Revenue Code. The
trustees of the ‘plans select investment opportunities from which participants may choose to contribute. Employer

contributions are made at the discretion of the Company. Total employer contribution expense under the plans was
$0.02 mﬂhon,‘$0 02 million, and $0.7 miltion in 2005, 2004, and 2003, respectively. !

1

|
3
(
i
|

i
i
i
!
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13. Special Charges
2004

The restructuring accruals and their utilization during 2004 are summarized as! follows (in thousands):

Balance at ! ﬂd—_ Balance at
December 31, 2003 2003 charge Non-Cash Cash December 31, 2004

Severance/employment
termination . ....... $ 77 $— $— $ 77, $—
Facilities . ... ........ 45 — — 45 —
Operating lease
obligations. ........ 51 e = 51 —
$173 $—  $— 81713 $—

In connection with the resignation of the Company’s former Chief Executive Officer in the first quarter of
2003, the Company incurred a $1.9 million charge. Approximately $0.8 million of the charge related to salary
continuance until February 2004 and approximately $1.1 million related to a non-cash charge for fully vested
options, with an exercise price of $2.00 per share, which was previously being expensed over the anticipated service
period. In accordance with the original employment agreement, the former Chief Executive Officer will be granted
a bonus, if and only if the above mentioned options vested and became exercisable, equal to the exercise price of the
options at the time of the exercise of the options. The portion of the option exercise price bonus not expensed at the
time of the resignation of the former Chief Executive Officer was required to be expensed immediately and recorded
in equity due to the accelerated vesting of the options which occurred as a result of the resignation.

.14. Other Expense

During 2005, $0.2 million of costs was incurred and paid to third parties, primarily investment banking fees, in
connection with the evaluation of potential business acquisition opportunities which were not pursued. During
2004, the Company incurred a $0.5 million charge for expenses paid to third parties incurred in connection with the
evaluation of a potential business acquisition which was not pursued. The expenses primarily consisted of legal,
consulting, investment banking, and accounting expenses.

15. Contingencies

The Company is subject to certain asserted claims arising in the ordinary course of business. The Company
intends to vigorously assert its rights and defend itself in any litigation that may arise from such claims. While the
ultimate outcome of these matters could affect the results of operations of any one quarter or year when resolved in
future periods, and while there can be no assurance with respect thereto, management believes that after final
disposition, any financial impact to the Company would not be matenal to the Company s financial position, results
of operations or liquidity.

16. Subsequent Events

On March 9, 2006, the Nextera and its wholly owned subsuhary W Lab Acquisition Corp., or WLab, entered
into an asset purchase agreement with Woodridge Labs, Inc. (Seller) and certain other parties thereto, under which
WLab agreed to purchase substantially all of the assets of Seller, which transaction is referred to as the Transaction.
The execution of the asset purchase agreement and the closing of the Transaction occurred simultaneously.

The purchase price comprised:

» $22.5 million in cash (subject to purchase price adjust@ents);
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* §,467 4h0 unregistered restricted shares of Nextera’s Class A Common Stock constituting ‘approximately
20% oflthe total outstanding common stock of Nextera immediately after such issuance, whxch shares were

|

issued to Seller; !
I

* the assumptlon by WLab of a promissory note of Seller in the principal amount of $1.0 mﬂhon which
assumed debt was paid in full by WLab on the closing date of the Transaction; and

* an earn- out of up to $2.5 million which is payable if the audited EBITDA of WLab for the perlod from the

1osmg1date of the Transaction through December 31, 2006 exceeds $4.2 million, and is fully earned at

appr0x1mately $6.5 million of audited EBITDA of WLab. This earn-out amount, if any, is n)ayable in the
second quarter of 2007. ,‘

$2 m11110n of the cash purchase price together with the total earn-out amount, if any, are to be held n escrow
until September 2007 to secure the payment of any indemnification obligations of Seller. The péyment of any
mdemmﬁcanon obligations of Seller is also secured by a pledge of the unregistered restricted shares

The acqu1smon will be accounted for under the purchase method of accounting in accordance wuh Statement
of Financial Accounting Standards No. 141, Business Combinations (SFAS 141). Under the purchase method of
accounting, the total estimated purchase price is allocated to the net tangible and intangible 1dent1ﬁ41ble assets and
liabilities based on their estimated relative fair values. Management is in the process of determmmg the allocation
of the purchase price and currently no valuation on the intangible assets has been performed nor has the opening
balance sheet been subject to audit procedures. Management has made a preliminary allocation to the net tangible
and 1ntang1ble assets acquired and liabilities assumed based on preliminary estimates. The final purchase price
allocation mayJ differ significantly from the following preliminary allocation:

}

CUITENE ASSELS - .+ v o v v e e e e e e e e e '$ 5,618
Long-temi1 ASSELS L L ; 400
GoodWIll . .« oo e I 16,183
N on-comﬁ)ete AZIEEIMEILS « o o ottt et e e e e i 3,000
Trademarks & brand NAMES . . . oot e ] 4,000
Total aSSels ACQUITEA . . . ..o\ttt ettt e ' $29,201
Less 1iabi1ities assumed ... ... e ; (1,717)
1

j | $27,484

In March 2005, a third party filed a lawsuit against Woodridge Labs, Inc. in the U.S. Dlstrlct Court for the
Southern DlStI’lCt of New York for trademark infringement, trademark dilution and false advertlsmg in relation to
the DermaFrecze365 product line, which action is pending. In the complaint, the comp]amaqt alleges that
Woodridge intentionally copied the trademark, package design and advertising of a competing| product line.
Neither Nextera nor WLab are party to this litigation and Woodridge Labs, Inc. has agreed to indemnify Nextera and
WLab for any liabilities arising in relation to this litigation or any related action. Since the Comp‘any intends to
continue to maﬁket this product line, the plaintiff in the suit may name the Company as an additional dfcfendant in the
suit or related action. If an action is brought against Nextera or WLab, the Company intends to vigdirously contest
such action, but cannot assure that contesting such action will be successful in any resulting litigation or other
action. If l1t1gat10n is brought against Nextera and WLab, this may affect the Company’s ablhty to offer the

DermaFreeze 365 product line using this brand. i

In connchon with the acquisition of substantially all of the assets of Seller, Nextera and WLab‘ (as borrower)
entered into a fCredlt Agreement on March 9, 2006 for a $15.0 million senior secured credit Qacﬂlty, which
comprises a $10 million fully-drawn term loan and a four-year $5 million revolving credit facility, of which
$3 million was drawn at the closing of the Transaction. Under the Credit Agreement, the term loan and the revolving
credit facility bear interest at the London Interbank Offered Rate (LIBOR) plus 3.75 percent or bank base rate plus

)
i
1l
!
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NEXTERA ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2.5 percent, as selected by WLab, with the rate subject to adjustment after delivery of the Company’s financial
statements for the year ended December 31, 2006, based on the Company’s consolidated adjusted leverage ratio.
Outstanding borrowings under the term loan must be repaid in 19 quarterly payments, commencing September 30,
2006. The repayments in 2006 and 2007 are each in the amount of $250,000, in 2008 $312,500, in 2009 $437,500, in
2010 $812,500, with a final payment on March 31, 2011, the maturity date of the term loan, of $2,250,000. The
maturity date for the revolving credit facility is March 31, 2010. The commitment fee on' the revolving credit facility
is payable quarterly at a rate of 0.50% of the unused amount of the revolving credit facility per annum.

The new credit facilities are guaranteed, under a guaranty agreement by Ne;ctera,'WLab and all of the direct
and indirect domestic subsidiaries of WLab and Nextera from time to time (other than Nextera Business
Performance Solutions Group, Inc., Nextera Canada Co. and Nextera Economics, Inc.), #eferred to as the Subsidiary
Guarantors. In addition, the registrant, WLab and the Subsidiary Guarantors are party to a security agreement and a
pledge agreement, which create security and pledge interests with respect to substantlally all present and future
property of the registrant, WLab and the Subsidiary Guarantors

Under the Credit Agreement, the Company is subject to certam limitations, including limitations on the ability:
to incur additional debt or sell assets, with restrictions on the use of proceeds; to make certain investments and
acquisitions; to grant liens; and to pay dividends and make certain other restricted payments. In addition, the
Company will be required to prepay principal amounts outstanding under certain circumstances if it issues debt or
equity, sells assets or property, receives certain extraordinary receipts or generates excess cash flow. The Credit
Agreement also contains certain restrictive financial covenants, including minimum consolidated EBITDA,
maximum consolidated leverage ratio, minimum fixed charge coverage ratio, maximum consolidated capital
expenditures and maximum corporate overhead.

Upon the occurrence of certain events of default, the obligations under the Credit Agreement may be
accelerated and the lending commitments terminated. Such events of default include, but are not limited to: (i) the
failure to pay principal or interest when due, (i) breach or failure'to perform any of the covenants or obligations set
forth in the Credit Agreement, which for certain covenants and obligations is subject to a 30-day cure period, (iii) the
acceleration of certain other indebtedness, (iv) a filing of a petition in bankruptcy by the borrower, (v) the entry of a
judgment or a court order against the borrower in excess of certain specified dollar thresholds, (vi) a reduction
below certain levels in the ownership or economic interests of tﬁe Company’s existing significant stockholders in
the aggregate or (vii) Mr. Millin ceasing to be a member of the Company s board of dlrectors or the chief executive
officer of WLab prior to March 9, 2010, except for certain spec1f1ed reasons.

17. Quarterly Information (unaudited)

March 31 June 30 September 30 December 31

2005
NELTeVEIUES . . o vt vt e e e $§ — $ — $ — $ —
Grossprofit. . ... ..o — — L — —
Loss from continuing operations. . ............ (512) (551) :(575) (341)
Income from discontinued operations, net of .
income tax. .. ...........uiiieunnnn... 21 91 19 (53)
NEEIOSS. « oo oo e e e (491) (460) (556) (394)
Net loss per common share, basic and diluted: ‘ ‘
Continuing operations. . ... ............... $(0.02)  $(0.02) $(0.02) $(0.01)
Discontinued operations . .. ............... — — — =
$(0.01)

Net loss per common share, basic and diluted. . . . $(0.02) $(0.02) $(0.02)
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j
1
i i
! March 31 June 30 September 30  December 31

i

2004 ‘
Net reve“nues ............................ $ — $ — $ — s —
Gross PIOfit . . . oo e e — —_ — ‘ —
Loss fro}n continuing operations. ... .......... (720) (648) (618) b (888)

Income from discontinued operations, net of |
income tax. ...t — — — L 525

Netloss|........... it (720) (648) (618) (363)

Net income (loss) per common share, basic and
diluted:
Continuing operations. .. ................. $(0.02)  $(0.02) $(0.02) $(0.03)
Discohtinued OPETALIONS .+« oo vt e e e e — — — I 002
$(0.01)

Net Iossiper common share, basic and diluted. ... $(0.02)  $(0.02) $(0.02) |

i

Due to roundmg differences, the aggregate year to date net loss per common share and net loss per common
share from contmumg operations does not equal the sum of the quarterly amounts for 2004.

In the fourth quarter of 2004, the Company’s net loss and loss from continuing operaﬂons includes a
$0.5 million charge for expenses paid to third parties incurred in connection with the evaluatlon of a potential
business acqulsmon which was not pursued.

i i
H 1
i
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

The Company maintains disclosure controls and procedures that are designed to ensure that information
required to be disclosed in the Company’s Exchange Act reports is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and that such/information is accumulated and communicated to
the Company’s management, including its President, Chief Operating Officer and Chief Financial Officer, as
appropriate, to allow for timely decisions regarding required disclosure. Management is responsible for establishing
and maintaining adequate internal control over financial reporting. In designing and evaluating the disclosure
controls and procedures, management recognizes that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, and management is
necessarily required to apply its judgment in evaluating the cost-benefit relatlonshlp of possible controls and
procedures. ‘

As required by SEC Rule 13a-15(b), the Company carried out an evaluation, under'the supervision and with the
participation of the Company’s management, including the Company’s President, Chief Operating Officer and
Chief Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures as of the end of the period covered by this report. Based on the foregoing, the Company’s President and
Chief Financial Officer concluded that the Company’s dnsclosure controls and procedures were effective at the

reasonable assurance level. |

There has been no change in the Company’s internal controls over financial reporting during the Company’s
most recent fiscal quarter that has materially affected, or is reasonably likely to matetially affect, the Company’s
internal controls over financial reporting. i

PART INI |

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this Item is set forth in the section headed “Proposal 1. — Election of Directors” in
our definitive Proxy Statement for the Annual Meeting of Stockholders of the Company, or the Proxy Statement,
which is expected to be filed not later than 120 days after the end of our fiscal year ended December 31, 2005, and is
incorporated in this report by reference.

We have adopted a written code of business conduct and ‘ethlcs that applies to all of our directors, officers
(including our principal executive officer, principal financial ofﬁcer principal accounting officer, controller and
any person performing similar functions) and employees. We have also made our code of business conduct and
ethics publicly available on our website at http://www.nextera.com, and we will prov1de a copy of such code of
business conduct and ethics without charge upon request. If ‘we make any amendments to grant any waiver,
including any implicit waiver, from a provision of the code of business conduct and ethics that applies to our
principal executive officer, principal financial officer, prmc1pa1 accounting officer, controller (or any person
performing similar functions), we intend to disclose the nature of the amendment or waiver on our website. We may
also elect to disclose the amendment or waiver in a Current Report on Form 8-K filed with the SEC.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is set forth in the section headed “Executive Compensation” in our
definitive Proxy Statement and is incorporated in this report by reference.
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ITEM 12. SEC URITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The infotmation required by this Item is set forth in the section headed “Security Owner‘ﬁhip of Certain

Beneficial Ovyners and Management and Related Stockholder Matters” in our definitive Proxy Statement and is

incorporated i in this report by reference. )
|
|
The information required by this Item is set forth in the sections headed “Certain Relattonshtps and Related
Transactions”|in our definitive Proxy Statement and is incorporated in this report by reference. |

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The mformatlon required by this Item is set forth in the section headed “Principal Accountant Fees and

Services” in qur definitive Proxy Statement and is incorporated in this report by reference.

|

| PART IV

|
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
4

(a) The following documents are filed as part of this report as Exhibits:

1. The following consolidated financial statements and report of independent reglstered ublic account-

ing firm ¢ are included in Item 8 of this Form 10-K:
. Report of Independent Registered Public Accounting Firm
. Conéolidated Balance Sheets at December 31, 2005 and 2004
. Consoltdated Statements of Operations for the years ended December 31, 2005, 2004 dnd 2003
. Consohdated Statements of Stockholders’” Equity for the years ended December 31, 2003, 12004 and 2003
. Consohdated Statements of Cash Flows for the years ended December 31, 2005, 2004 and 2003
. Notes to Consolidated Financial Statements

e e e e "O P U,

i
|
2. All schedules are omitted because they are not applicable or the required information |1s shown in the
consolidated financial statements or notes thereto. ;

3. Exhibits:
Exhibit No. Description i
3.1(D jThird Amended and Restated Certificate of Incorporation 1
3.2(2) Second Amended and Restated Bylaws ;
4.1(3) Form of Class A Common Stock Certificate
4.2(4) Certtftcate of Designations, Preferences and Relative Participating, Optional and| Other Special

Rtghts of Preferred Stock and Qualifications, Limitations and Restrictions Thereof of Series A
Cumulative Convertible Preferred Stock of Nextera. !

434 No(;g Conversion Agreement by and between Knowledge Universe, Inc. dated as of December 14,
20

4.4(5) Iiggler Agreement between Knowledge Universe, Inc. and Nextera Enterprises, Inc. jdated June 29,

4.5(6) Iiggzer Agreement between Knowledge Universe, Inc. and Nextera Enterprises, Inc. dated March 29,

4.6(6) Lett;r Agreement between Knowledge Universe, Inc. and Nextera Enterprises, Inc. ;dated June 14,
200

10.1(7)* Amended and Restated 1998 Equity Participation Plan.
10.2(8)* Nextera/Lexecon Limited Purpose Stock Option Plan.
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Exhibit No.
10.3(8)*
10.4(9)*
10.5(10)*
10.6.1(1 1)*
10.6.2(12)*
10.7(13)

10.8(14)

10.9(15)*
10.10(16)
10.11(16)
10.12(16)
10.13(16)

10.14(1)

10.15(1)
10.16(1)*
10.17(1)*

14.1(14)
21.1(1)

23.1(17)
31.1(17)
31.2(17)
32.1(17)
32.2(17)

Description
Employment Agreement dated October 24, 2000 between Nexteta and Michael P. Muldowney.
Employment Agreement dated October 25, 2000 between Nextera and David Schneider.
Letter dated January 9, 2003 between David Schneider and Nextera Enterprlses Inc.
Letter dated as of February 1, 2003 between Richard V. Sandler-and Nextera Enterprises, Inc.
Letter dated as of January 25, 2006 between R1c;hard V. Sandler and Nextera Enterprises, Inc.

Asset Purchase Agreement, dated September 25, 2003, by and amorfg Nextera Enterprises, Inc.,
Lexecon Inc., CE Acquisition Corp., ERG Acquisition Corp., FTI Consulting, Inc. and LI
Acquisition Company, LLC.

Employment Agreement dated March 3, 2004 between Nextera and Michael J. Dolan.

Form of Non-Qualified Stock Option Agreement for use with the Amended and Restated 1998 Equity
Participation Plan.

Credit Agreement dated as of March 9, 2006 by and among Nextera Enterprises, Inc., W Lab
Acquisition Corp. and NewStar Financial, Inc. (as administrative agent).

Guaranty Agreement dated as of March 9, 2006 by and among Nextéfa Enterprises, Inc., W Lab
Acquisition Corp. and NewStar Financial, Inc. (as administrative agent).

Security Agreement dated as of March 9, 2006 by and among Nextera Enterprises, Inc., W Lab
Acquisition Corp. and NewStar Financial, Inc. (as administrative agent).

Pledge Agreement dated as of March 9, 2006 by and among Nextefa Enterprises, Inc., W Lab
Acquisition Corp. and NewStar Financial, Inc. (as administrative agent).

Asset Purchase Agreement dated as of March 9, 2006 by and among Nextera Enterprises, Inc., W Lab
Acquisition Corp., Woodridge Labs, Inc., Joseph J. Millin and Valerie Millin, Trustees of the Millin
Family Living Trust Dated November 18, 2002, Scott J. Weiss and Debra Weiss, as Trustees of the
Scott and Debra Weiss Living Trust, Joseph J. Mlllm and Scott J. Weiss.

Stock Pledge and Security Agreement dated as of March 9, 2006 by and’among Nextera Enterprises,
Inc., W Lab Acquisition Corp. and Woodridge Labs, Inc.

Employment Agreement dated as of March 9, 2006 by and among Nextera Enterprises, Inc., W Lab
Acquisition Corp. and Joseph J. Millin.

Employment Agreement dated as of March 9, 2006 by and among Nextera Enterprises, Inc., W Lab
Acquisition Corp and Scott J. Weiss.

Nextera Enterprises, Inc. Code of Business Conduct and Ethics.
List of Subsidiaries. ;

Consent of Independent Registered Public Accounting Firm
Rule 13a-14(a)/15(d)-14(a) Certification

Rule 13a-14(a)/15(d)-14(a) Certification

Section 1350 Certification

Section 1350 Certification

(1) Filed as an exhibit to Nextera’s Current Report on Form 8- K filed on March 15, 2006 and incorporated herein
by reference. 3

(2) Filed as an exhibit to Nextera’s Current Report on Form 8- K filed on March 3, 2006 and incorporated herein
by reference. !

(3) Filed as an exhibit to Nextera’s Amendment No. 7 to Registration Statement 6r1 Form S-1 (File No. 333-63789)
dated May 17, 1999, and incorporated herein by reference.

(4) Filed as an exhibit to Nextera’s Current Report on Form 8-K filed on December 15, 2000, and incorporated
herein by reference.

(5) Filed as an exhibit to Nextera’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2001 and
incorporated herein by reference. ‘
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(6) Filed aswan exhibit to Nextera’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2002 and
mcorporated herein by reference. 4
(7) Filed as an appendix to Nextera’s definitive proxy statement for its annual meeting of stockholders held on
July 12, \2001 filed on June 20, 2001, and incorporated herein by reference.
(8) Filed as an exhibit to Nextera’s Amendment No. 6 to Registration Statement on Form S-1 (Frle No 333-63789)
dated May 6, 1999, and incorporated herein by reference.
(9) Filed as an exhibit to Nextera’s Quarterly Report on Form 10-Q/ A for the quarter ended September 30, 2000
and 1ncorporated herein by reference.
(10) Filed as an exhibit to Nextera’s Current Report on Form 8-K filed on February 6, 2003 and mcorporated herein
by reference
(11) Filed as! jan exhibit to Nextera’s Annual Report on Form 10-K for the year ended December 31, 2002 and
mcorporated herein by reference.
(12) Filed aSIan exhibit to Nextera’s Current Report on Form 8-K filed on January 26, 2006, amd incorporated
herein by reference.
(13) Filed aslan exhibit to Nextera’s Current Report on Form 8-K filed on September 26, 2003 and incorporated
herein by reference ;
(14) Filed asian exhibit to Nextera’s Annual Report on Form 10-K for the year ended December 31, 2003 and
mcorporated herein by reference. ;
(15) Filed asan exhibit to Nextera’s Annual Report on Form 10-K for the year ended December 31, 2004 and
mcorporated herein by reference. ;
(16) Filed as an exhibit to Nextera’s Current Report on Form 8-K filed on March 10, 2006, and mcorporated herein
by reference !
(17) Filed herew1th. \
* Indicates a management plan or compensatory plan or arrangement. |
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Nextera Enterprises, Inc.

By: . /s/ Joseph J. Millin

Joseph J. Millin
President

March 31, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant in the capacities and on the dates indicated.

Signature Title Date

/sf Joseph J. Millin President and Director March 31, 2006
Joseph J. Millin (Principal Executive Officer)

/s/ Michael P. Muldowney Chief Operating Officer, March 31, 2006

Michael P. Muldowney Chief Financial Officer, and Director

(Principal Financial Officer)

/s/  Michael J. Dolan Chief Accounting Officer and March 31, 2006

Michael J. Dolan Corporate Controller

(Principal Accounting Officer)

/s/ Richard V. Sandler Chairman of the Board of Directors March 31, 2006
Richard V. Sandler

/s/ _Ralph Finerman - Director March 31, 2006
Ralph Finerman ‘

/s/  Steven B. Fink Director j‘ March 31, 2006
Steven B. Fink

/s/  Keith D. Grinstein Director \ March 31, 2006
Keith D. Grinstein

/s/  Alan B. Levine Director ‘ March 31, 2006
Alan B. Levine

/s/  Stanley E. Maron Director ‘ March 31, 2006
Stanley E. Maron ‘ ‘

/s/  Scott J. Weiss Director ‘ March 31, 2006
Scott J. Weiss ‘




CoRPORATE INFORMATION
|

CoRPORATE HEADQUARTERS
|

10 HigH STREET
BosTton, MA 02110
PHONE: 617/262-0055
Fax: 617/262-7105

BoaRrD oF DIRECTORS

Richard V. Sanéiler Chairman of the Board
Joseph J. Millir:d President

Michael P. Mulaowney Chief Operating Officer
5 and Chief Financial Officer

Ralph Finermaj{:n Director
Steven B. Finki: Director
Keith D. Grinstféin Director
Alan B. Levinei Director
Stanley E. Mar;on Director
Scott J. Weiss 1 Director

i
'

CorporATE OFFICER

Michael J. Dolan Chief Accounting Officer,
! and Corporate Controller
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STOCKHOLDER INFORMATION

Stock LisTinG

Nextera Enterprises, Inc., Class A Common Stock
is traded on the over-the-counter market under the
symbol of NXRA.

AnnuaL MEeeTinG

9:00 am EST

May 24, 2006

Omni Parker House Hotel

60 School Street

Boston, Massachusetts 02108

InDEPENDENT REGISTERED PuBLIC
AccounTing FIrm

Ernst & Young LLP
200 Clarendon Street
Boston, Massachusetts 02116

REGISTRAR AND TRANSFER AGENT

Mellon Investor Services LLC
480 Washington Boulevard
Jersey City, New Jersey 07310-1900

Domestic stockholders shouid call:
1-800-288-9541

TTD for hearing impaired {domestic):
1-800-231-5469

Foreign stockholders should call:
1-201-680-6578

TTD for hearing impaired (foreign)
1-201-680-6610

Web Site Address:
www.melloninvestor.com

INVESTOR INFORMATION

Investors, stockhalders, and security analysts seeking
information should refer to Nextera’s website at:
www.nextera.com or call Nextera at 617/262-0055.

FORWARD-LOOKING STATEMENTS

The discussion contained in this annual report
contains “forward-looking statements.” Forward-
looking statements give our current expectations or
forecasts of future events. These statements can be
identified by the fact that they do not relate strictly
to historic or current facts. They use words such

as “may,” “could,” “will,” “continue,” “should,”
“would,” “anticipate,” “estimate,” “expect,”
"project,” “intend,” “plan,” “believe,” and other

words and terms of similar meaning in connection
with any discussion of future operating or financial
performance. In particular, these forward-looking
statements include statements relating to future
actions or the outcome of financial results. From
time to time, we also may provide oral or written
forward-looking statements in other materials
released to the public. Any or all of the forward-
looking statements in this annual report and in any
other public statements may turn out to be incorrect.
They can be affected by inaccurate assumptions
or by known or unknown risks and uncertainties.
Consequently, no forward-looking statement can
be guaranteed. Actual results may differ materially
from those stated or implied by such forward-
looking statements. Forward-looking statements
are based on many factors that may be outside our
control, causing actual results to differ materially
from those suggested. These factors include, but
are not limited to, those discussed under the caption
“Item 1A. Risk Factors” in Nextera’s Annual Report
on Form 10-K filed with the Securities and Exchange
Commission on March 31, 2006. New factors
emerge from time to time, and it is not possible for
us to predict all of these factors nor can we assess
the impact of these factors on our business or the
extent to which any factor or combination of factors
may cause actual results to differ materially from
those contained in any forward-looking statements.
We undertake no obligation to update or revise any
forward-looking statements, whether as a result of
new information, future events or otherwise. Given
these risks and uncertainties, you should not place
undue reliance on forward-looking statements as a
prediction of actual results.
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